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$1.000 Minimum Benefit: Retired 20 Years with 25 Years of Service

Background

The minimum benefit amount for PERS 1 and TRS 1 members was established in
1995 at $24.22 times a member's service credit years. The minimum benefit
amount increases each year by the annual increase amount: at least three
percent plus any gain-sharing distributions. Currently, the minimum benefit is
$31.76; a member with 25 years of service would receive a monthly benefit, prior
to reductions for payment options or withdrawals, of $794.

As of the most recent valuation, there were 636 PERS 1 members and 652 TRS 1
retirees who had served at least 25 years, had been retired 20 years, and their
benefit was less than $1,000 per month.

Committee Activity

Presentation:
December 16, 2003 - Full Committee Meeting

Proposal Approved:
December 16, 2003 - Full Committee Meeting

Recommendation to Legislature

Establish a minimum benefit, prior to reductions for payment options or
withdrawals, of $1,000 per month for retirees with at least 25 years of service
and who have been retired at least 20 years.

Staff Contact

Robert Wm. Baker — 586-9237 — baker_bo@leg.wa.gov



Select Committee on Pension Policy

$1,000 Minimum Benefit:
Retired 20 Years with
25 Years of Service

(December 10, 2003)

Issue

Staff

Members Impacted

Current Situation

History

Establish a minimum retirement benefit of
$1,000 per month for PERS 1 and TRS 1
members with at least 25 years of service and
who've been retired at least 20 years.

Robert Wm. Baker (360) 586-9237

As of the most recent valuation there were
54,006 PERS 1 retirees and 33,148 TRS 1
retirees. Of these, 636 PERS 1 members and
652 TRS 1 retirees had served at least 25 years,
had been retired 20 years, and received a benefit
of less than $1,000 per month. Before optional
payment reductions, these retirees had an
average benefit of $870. Their average age was
84 in PERS and 89 in TRS.

PERS 1 and TRS 1 retirees are eligible to receive
the Uniform COLA at age 66 after at least one
year of retirement. They are also eligible for the
current minimum benefit of $31.76 per month
times their years of service (a member with 25
years of service would be eligible for $794 per
month.) Both the Uniform increase amount and
the minimum benefit amount increase by at
least 3% per year, and by gain-sharing
distributions when available.

The Uniform COLA for PERS 1 and TRS 1
retirees was instituted in 1995.

December 16, 2003
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Select ommittee on Pension Policy

The minimum benefit for PERS 1 and TRS 1
retirees was instituted in 1995.

Numerous bills have been introduced to address
PERS 1 and TRS 1 COLAs, examples of which
include HB 1197 and SB 5097 introduced in the
2003 session. This legislation would have
allowed PERS 1 and TRS 1 retirees, who have
been retired at least one year, to receive the
Uniform COLA on July 1* of the calendar year in
which they turn age 66. Neither bill received a
hearing.

Other legislation has attempted to increase
PERS 1 and TRS 1 COLAs through the gain-
sharing chapter such as SB 5516 and HB 1426
which were introduced in the 2003 session.

This legislation would have increased the
frequency of gain-sharing distributions and
distributed the odd-year amounts based on a
formula where 1 point would be awarded for
each year of service and 2 points for each year of
retirement. Neither bill received a hearing.

Policy Analysis

The plan 2/3s include COLA provisions that, after one year of retirement,
increase a retiree’s benefit by a maximum of 3% based on the Seattle CPI-W.
The Uniform COLA amount, available to PERS 1 and TRS 1 retirees who have
been retired at least one year and are age 66, is a fixed dollar amount
multiplied by the retiree’s years of service, not a percentage increase in the
retiree’s benefit; as a result, it is of greater value to low-benefit retirees, and of
lesser value to high-benefit retirees.

PERS 1 and TRS 1 members retired for extended periods have the greatest
diminishment in the purchasing power of their benefit. Based on changes in
the CPI-W for Seattle, it is estimated that the benefit of an average PERS 1
member loses 10 percent of its purchasing power after 5 years of retirement
and 20 percent after 10 years.

December 16,100 1003 Interm s T
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PERS 1 and TRS 1 members may retire at age 60 with 5 years of service, at age
55 with 25 years of service, or at any age with 30 years of service.

PERS, SERS, and TRS members may receive an unreduced retirement at age
65 with 5 years of service (in the plan 3, it is 10 years of service and attainment
of age 65.) At age 55, after 30 years of service, a member may receive a benefit
reduced 3% per year from age 65. At age 55, after 20 years of service, a
member may receive an actuarially reduced retirement benefit.

Estimated Fiscal Impact

As this would be a nonautomatic benefit adjustment, RCW 41.45.070(5)
requires that it be funded on a pay-as-you-go basis. The cost to increase these
retirees’ unreduced benefit to $1,000 per month was estimated to June 30,
2010 because by July 1, 2010 the Minimum Benefit Amount will be at least
$41.07 which would result in an allowance of $1,027 for a member with 25
years of service.

TRS PERS Total
2004-2005 $448,937 $509,524 $958,461
2005-2007 $464,204 $564,715 $1,028,919

Through June 30, 2010* $1,091,698 $1,341,034 $2,432,732

* Cost estimated through June 30, 2010 because the minimum benefit will be $41.07 on July 1, 2010
resulting in a $1,027 allowance for a member with $25 years of service.

Because of the lag between the valuation data (September 2002) and the date
of possible first adjustment (July 1, 2004), the number of retirees eligible for
this minimum would decline to 457 TRS 1 members and 486 PERS 1 members.

Administrative Impact (DRS)

Input requested.

Executive Committee Recommendation

Forward the issue to the Full Committee for their consideration.

Decenber 16,100 1003 Interm s T
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Bill Draft

See attachment.

Fiscal Note (Draft)

See attachment.

December 16, 2003
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FISCAL NOTE - DRAFT

REQUEST NO.
RESPONDING AGENCY: CODE: DATE: BILL NUMBER:
Office of the State Actuary 035 12/10/03  Z-0935.2/04

SUMMARY OF BILL:

This bill impacts the Public Employees’ Retirement System Plan 1 and Teachers’ Retirement System Plan
1 by establishing a $1,000 per month minimum benefit, before optional payment reductions, for those
members with at least 25 years of service and who have been retired at least 20 years.

Effective Date: July 1, 2004

CURRENT SITUATION:

PERS 1 and TRS 1 retirees are eligible to receive the Uniform COLA at age 66 after at least one year of
retirement. They are also eligible for the Minimum Benefit which is currently $31.76 per month times a
member’s years of service — a member with 25 years of service would be eligible for $794 per month. Both
the Uniform increase amount and the Minimum Benefit amount increase by at least 3% per year, and by
gain-sharing distributions when available.

MEMBERS IMPACTED:

As of the most recent valuation there were 54,006 PERS 1 retirees and 33,148 TRS 1 retirees. Of these,
636 PERS retirees and 652 TRS retirees had served at least 25 years, had been retired 20 years, and their
benefit was less than $1,000 per month. Before optional payment reductions, these retirees had an
average benefit of $870. Their average age was 84 in PERS and 89 in TRS. Additional members will be
eligible in the future. The current Minimum Benefit of $31.76 per month per years of service, however, will
eventually increase to more than $1,000 for all members with at least 25 years of service, before optional
payment reductions, and at that time there will be no additional payments because of this bill.

FISCAL IMPACT:

Description:

As this would be a non-automatic post retirement benefit adjustment, RCW 41.45.070(5) requires that it be
funded on a pay-as-you-go basis. The cost to increase these retiree’s unreduced benefit to $1,000 per
month was estimated to June 30, 2010 because by July 1, 2010 the Minimum Benefit Amount will be at

least $41.07 which would result in an unreduced allowance of $1,027 for a member with 25 years of
service.

1 O:\Fiscal Notes\Fisnts 2004\Z-0935.2-04.wpd



Actuarial Determinations:

The bill will impact the actuarial funding of the system by increasing the present value of benefits payable

under the System and the required actuarial contribution rate as shown below:

(Dollars in Millions)

Actuarial Present Value of Projected Benefits
(The Value of the Total Commitment to all Current
Members)

Unfunded Actuarial Accrued Liability
(The Portion of the Plan 1 Liability that is Amortized at
2024)

Unfunded Liability (PBO)

(The Value of the Total Commitment to all Current
Members Attributable to Past Service)

Increase in Contribution Rates:
2004-2005
Employee

Employer State

2005-2007
Employee

Employer State

PERS 1

TRS 1

PERS 1

TRS 1

PERS
TRS

PERS
TRS

PERS
TRS
PERS
TRS

PERS
TRS

Current

$12,532
$10,209

$1,393
586

$925
$236

0.00%
0.00%

0.01%
0.01%
0.00%
0.00%

0.00%
0.01%

Increase Total

$1.0 $12,533
$0.8 $10,210
$1.0  $1,394
$0.8 587
$1.0 $926
$0.8 $237
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Fiscal Budget Determinations:

As a result of the higher required contribution rate, the increase in funding expenditures is projected to be:

Costs (in Millions):

2004-2005
State:
General Fund
Non-General Fund
Total State
Local Government
Total Employer

Total Employee

2005-2007
State:
General Fund
Non-General Fund
Total State
Local Government
Total Employer

Total Employee

2004-2029
State:
General Fund
Non-General Fund
Total State
Local Government
Total Employer

Total Employee

PERS TRS Total
$0.1 $04 $05
$0.3 $0.4 $0.7
$0.2 $0.1 $0.3
$0.5 $0.5 $1.0
$0.0 $0.0 $0.0
$0.1 $04 $05
$0.3 $0.4 $0.7
$0.3 $0.1 $0.4
$0.6 $0.5 $1.1
$0.0 $0.0 $0.0
$0.3 $0.9 $1.2
$0.7 $0.9 $1.6
$0.6 $0.2 $0.8
$1.3 $1.1 $2.4
$0.0 $0.0 $0.0
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STATEMENT OF DATA AND ASSUMPTIONS USED IN PREPARING THIS FISCAL NOTE:

The costs presented in this fiscal note are based on our understanding of the bill as well as generally accepted
actuarial standards of practice including the following:

1. Costs were developed using the same membership data, methods, assets and assumptions as those used in
preparing the September 30, 2002 actuarial valuation report of the Teachers’ Retirement System and the Public
Employees’ Retirement System.

2. As with the costs developed in the actuarial valuation, the emerging costs of the System will vary from those
presented in the valuation report or this fiscal note to the extent that actual experience differs from that projected
by the actuarial assumptions.

3. Additional assumptions used to evaluate the cost impact of the bill which were not used or disclosed in the
actuarial valuation report include the following: None.

4. The analysis of this bill does not consider any other proposed changes to the system. The combined effect of
several changes to the system could exceed the sum of each proposed change considered individually.

5. This fiscal note is intended for use only during the 2004 Legislative Session.

6. The funding method used for Plan 1 utilizes the Plan 2/3 employer/state rate as the Normal Cost and amortizes
the remaining liability (UAAL) by the year 2024. Benefit increases to Plan 2/3 will change the UAAL in Plan 1.
The cost of benefit increases to Plan 1 increases the UAAL.

7. Plan 2/3 utilizes the Aggregate Funding Method. The cost of Plan 2/3 is spread over the average working lifetime
of the current active Plan 2/3 members.

GLOSSARY OF ACTUARIAL TERMS:

Actuarial Present Value: The value of an amount or series of amounts payable or receivable at various times,
determined as of a given date by the application of a particular set of Actuarial Assumptions (i.e. interest rate, rate of
salary increases, mortality, etc.)

Projected Benefits: Pension benefit amounts which are expected to be paid in the future taking into account such
items as the effect of advancement in age as well as past and anticipated future compensation and service credits.

Normal Cost: Computed differently under different funding methods, the normal cost generally represents the
portion of the cost of projected benefits allocated to the current plan year.

Unfunded Actuarial Accrued Liability (UAAL): The cost of Plan 1 is divided into two pieces:

«  The Normal Cost portion is paid over the working lifetime of the Plan 1 active members. The remaining cost is
called the UAAL.

«  The UAAL is paid for by employers as a percent of the salaries of all plan 1, 2 and 3 members until the year
2024.

Pension Benefit Obligation (PBO): The portion of the Actuarial Present Value of future benefits attributable to
service credit that has been earned to date (past service).

Unfunded Liability (Unfunded PBO): The excess, if any, of the Pension Benefit Obligation over the Valuation
Assets. This is the portion of all benefits earned to date that are not covered by plan assets.

4 O:\Fiscal Notes\Fisnts 2004\Z-0935.2-04.wpd
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AN ACT Relating to establishing a one thousand dollar m ninmm
mont hly benefit for public enployees' retirenment systemplan 1 nenbers
and teachers' retirenent system plan 1 nenbers who have at |east
twenty-five years of service and who have been retired at | east twenty
years; and anendi ng RCW 41. 32. 4851 and 41. 40. 1984.

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

Sec. 1. RCW41.32.4851 and 1995 ¢ 345 s 3 are each anended to read
as follows:

(1) No one who becones a beneficiary after June 30, 1995, shal
receive a nonthly retirenment all owance of |ess than twenty-four dollars
and twenty-two cents tines the nunber of years of service creditable to
t he person whose service is the basis of such retirenent all owance.

(2) If the retirenment allowance payable was adjusted at the tine
benefit paynents to the beneficiary commenced, the m ninmum all owance
provided in this section shall be adjusted in a manner consistent with
t hat adj ust nent.

(3) Beginning July 1, 1996, the mninmm benefit set forth in
subsection (1) of this section shall be adjusted annually by the annual
i ncrease.

Code Rev/LL: ads 1 Z-0935.2/04 2nd draft
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(4) Those receiving a tenporary disability benefit wunder RCW
41.32.540 shall not be eligible for the benefit provided by this
section.

(5) Beginning July 1, 2004, the mninmm benefit set forth in
subsection (1) of this section, prior to adjustnents set forth in
subsection (2) of this section, for a beneficiary with at | east twenty-
five years of service and who has been retired at |least twenty years
shall be one thousand dollars per nonth.

Sec. 2. RCW41.40.1984 and 1995 c¢ 345 s 7 are each anended to read
as follows:

(1) Except as provided in subsections (4) and (5) of this section,
no one who becones a beneficiary after June 30, 1995, shall receive a
monthly retirenent allowance of |ess than twenty-four dollars and
twenty-two cents tinmes the nunber of years of service creditable to the
person whose service is the basis of such retirenent all owance.

(2) Where the retirenent all owance payabl e was adjusted at the tine
benefit paynents to the beneficiary commenced, the m ninum all owance
provided in this section shall be adjusted in a manner consistent with
t hat adj ust nent.

(3) Beginning July 1, 1996, the mninmm benefit set forth in
subsection (1) of this section shall be adjusted annually by the annual
i ncrease.

(4) Those receiving a benefit under RCW 41.40.220(1) or under RCW
41.44.170 (3) and (5) shall not be eligible for the benefit provided by
this section.

(5 For persons who served as elected officials and whose
accunul at ed enpl oyee contri butions and credited interest was | ess than
seven hundred fifty dollars at the tinme of retirenment, the m ninum
benefit under subsection (1) of this section shall be ten dollars per
nmont h per each year of creditable service.

(6) Beginning July 1, 2004, the mninmum benefit set forth in
subsection (1) of this section, prior to adjustnents set forth in
subsection (2) of this section, for a beneficiary with at |east twenty-
five years of service and who has been retired at |east twenty years
shall be one thousand dollars per nonth.

~-- END ---

Code Rev/LL: ads 2 Z-0935.2/04 2nd draft



Age 66 (OLA

Background

PERS 1 and TRS 1 retirees are first eligible to receive Uniform COLA increases
when they have attained age 66 and been retired one year. Currently the
determination of eligibility is made on July 1 of each year. As a result, retirees
with birthdays after July 1 do not become eligible to receive the increase until
the following year.

Committee Activity

Presentation:
November 18, 2003, Full Committee

Proposal Approved:
November 18, 2003, Full Committee

Recommendation to Legislature

Amend Uniform COLA eligibility to include all PERS 1 and TRS 1 retirees who
have been retired one year and will have attained age 66 by December 31 of the
calendar year in which the increase is given.

Staff Contact
Laura Harper — 360-586-7616 — harper_la@leg.wa.gov



Select Committee on Pension Policy
Age 66 COLA

(November 10, 2003)

Issue Allowing PERS 1 and TRS 1 retirees who have
been retired for at least one year to begin
receiving the Uniform COLA on July 1 of the
calendar year in which they turn age 66.

Staff Laura Harper (360) 586-7616

Members Impacted Approximately 25,000 TRS 1 and 37,000 PERS 1
members who are under age 65 would be
affected by this bill.

Current Situation The current Uniform COLA provisions require
PERS 1 and TRS 1 members to have been retired
one year and to be at least age 66 on July 1° to
be eligible for the adjustment paid on July 1%

History The Joint Committee on Pension Policy (JCPP)
recommended HB 1197 and SB 5097 to the
2003 legislature. This legislation would have
allowed PERS 1 and TRS 1 members, who had
been retired for at least one year, to begin
receiving the Uniform COLA on July 1% of the
calendar year in which they reached age 66.
Neither bill received a hearing.

Policy Analysis

PERS 1 or TRS 1 members who have been retired at least one year, and whose
birthdate is from January 1% to July 1%, receive their first COLA on July 1% of
the calendar year in which they turn age 66 -- at the latest, 6 months after
reaching age 66. Members who have been retired at least one year, and whose
birthdate is from July 2™ to December 31%, receive their first COLA anywhere
from 6 months to almost 1 year after reaching age 66.

Novenber 1,100 1003 Inerim ses Puge 1 0/1
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Estimated Fiscal Impact

See attachment

Bill Draft

See attachment

November 18,2003
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FISCAL NOTE - DRAFT

REQUEST NO.
RESPONDING AGENCY: CODE: DATE: BILL NUMBER:
Office of the State Actuary 035 11/10/03  Z-0875.1/04

SUMMARY:

This bill impacts the Public Employees’ Retirement System (PERS) Plan 1 and Teachers’ Retirement
System (TRS) Plan 1 by allowing those who have been retired for one year, and will be at least age 66 by
December 31, to receive the annual increase paid on July 1% of that year.

Effective Date: July 1, 2004.

CURRENT SITUATION:

The current provision requires the member to have been retired one year and to be at least age 66 on July
1%'to be eligible for the annual increase paid that year. This means that some members will get their first
COLA as early as age 66, while others will not get theirs until age 67. This bill would change the age
eligibility so that members would get their COLA as early as age 6572, but no later than age 66°%. This bill
does not change the requirement that the member must be retired at least one year to receive the initial
annual increase.

MEMBERS IMPACTED:

We estimate that 50% of the members who are under age 65 would be affected by this bill.

TRS Plan 1 Under Age 65 Total
Receiving a Benefit 10,964 33,148
Actives 12,259 12,456
Vested Terminated 1,785 1,819

PERS Plan 1 Under Age 65 Total
Receiving a Benefit 11,918 54,006
Actives 20,934 21,737
\Vested Terminated 3,108 3,280

We estimate that for a typical member impacted by this bill, the initial annual increase would be paid one
year earlier. The annual increase for July 1, 2004 is $1.21 per month for each year of service. The annual
increase is increased by 3% each year and by future “gain-sharing” amounts. The typical recipient of the
Uniform COLA has 20 years of service in PERS and 25 years of service in TRS.

1 O:\Fiscal Notes\Fisnts 2004\Z-0875.1.04.wpd



FISCAL IMPACT:

Actuarial Determinations:

The bill will impact the actuarial funding of the system by increasing the present value of benefits payable
under the System (for existing members impacted by this bill) and the required actuarial contribution rate as

shown below:

Teachers’ Retirement System and Public Employees’ Retirement System (Plan 1):

(Dollars in Millions) System:  Current Increase
Actuarial Present Value of Projected Benefits PERS1 §$ 12532 §$ 4§
(The Value of the Total Commitment to all Current Members) TRS 1 10,209 29
Unfunded Actuarial Accrued Liability PERS1 § 1393 § 34§
(The Portion of the Plan 1 Liability that is Amortized at 2024)  TRS 1 586 29
Unfunded Liability (PBO) PERS1 $ 925 § 31§
(The Value of the Total Commitment to all Current Members ~ TRS 1 236 28
Attributable to Past Service)
Required Contribution Rate - Employer/State PERS 3.78% .03%
SERS 3.64% .03%
TRS 3.19% .05%

Total
12,566
10,238

1,427
615

956
264

3.81%
3.67%
3.24%

(All of the above increases are increases in the plan 1 uaal rate paid by all employers for each of their plan 1, 2 and 3 members.

There is no increase in the normal cost rate)

Fiscal Budget Determinations:

As a result of the higher required contribution rate, the increase in funding expenditures (for existing

members impacted by this bill) is projected to be:

PERS TRS SERS
Increase in Contribution Rates: Effective
9/1/2004
Employee (Plan 2) 0.00% 0.00% 0.00%
Employer 0.03% 0.05%  0.03%
Costs (in Millions):
2004-2005'
State:
General Fund $§ 03 $ 13 $0.2
Non-General Fund 0.7 0.0 $0.0
Total State $ 10 $ 13 $0.2
Local Government $ 09 $ 02 $0.1

"The UAAL basic rate was set to zero by the legislature for 2003-2005. This does not apply to future supplemental rate increases.

2

O:\Fiscal Notes\Fisnts 2004\2-0875.1.04.wpd



2005-2007
State:
General Fund
Non-General Fund
Total State
Local Government

2004-2029
State:
General Fund
Non-General Fund
Total State
Local Government

PERS TRS SERS

$ 09 § 35 § 06
1.7 0.0 § 00

$ 26 $§ 35 § 06
$ 23 § 06 § 05
$ 160 § 544 § 78
271 0.0 § 00

$ 431 § 544 § 78
$ 385 § 109 § 67

O:\Fiscal Notes\Fisnts 2004\2-0875.1.04.wpd



STATEMENT OF DATA AND ASSUMPTIONS USED IN PREPARING THIS FISCAL NOTE:

The costs presented in this fiscal note are based on our understanding of the bill as well as generally accepted
actuarial standards of practice including the following:

1. Costs were developed using the same membership data, methods, assets and assumptions as those used in
preparing the September 30, 2002 actuarial valuation report of the Public Employees’ Retirement System and
Teachers’ Retirement System.

2. As with the costs developed in the actuarial valuation, the emerging costs of the System will vary from those
presented in the valuation report or this fiscal note to the extent that actual experience differs from that projected
by the actuarial assumptions.

3. Additional assumptions used to evaluate the cost impact of the bill which were not used or disclosed in the
actuarial valuation report include the following:

None.

4. The analysis of this bill does not consider any other proposed changes to the system. The combined effect of
several changes to the system could exceed the sum of each proposed change considered individually.

5. This fiscal note is intended for use only during the 2004 Legislative Session.

6. The funding method used for Plan 1 utilizes the Plan 2/3 employer/state rate as the Normal Cost and amortizes
the remaining liability (UAAL) by the year 2024. Benefit increases to Plan 2/3 will change the UAAL in Plan 1.
The cost of benefit increases to Plan 1 increases the UAAL.

7. Plan 2/3 utilizes the Aggregate Funding Method. The cost of Plan 2/3 is spread over the average working lifetime
of the current active Plan 2/3 members.

GLOSSARY OF ACTUARIAL TERMS:

Actuarial Present Value: The value of an amount or series of amounts payable or receivable at various times,
determined as of a given date by the application of a particular set of Actuarial Assumptions (i.e. interest rate, rate of
salary increases, mortality, etc.)

Projected Benefits: Pension benefit amounts which are expected to be paid in the future taking into account such
items as the effect of advancement in age as well as past and anticipated future compensation and service credits.

Normal Cost: Computed differently under different funding methods, the normal cost generally represents the portion
of the cost of projected benefits allocated to the current plan year.

Unfunded Actuarial Accrued Liability (UAAL): The cost of Plan 1 is divided into two pieces:

+  The Normal Cost portion is paid over the working lifetime of the Plan 1 active members. The remaining cost is
called the UAAL.

«  The UAAL is paid for by employers as a percent of the salaries of all plan 1, 2 and 3 members until the year
2024.

Pension Benefit Obligation (PBO): The portion of the Actuarial Present Value of future benefits attributable to
service credit that has been earned to date (past service).

Unfunded Liability (Unfunded PBO): The excess, if any, of the Pension Benefit Obligation over the Valuation
Assets. This is the portion of all benefits earned to date that are not covered by plan assets.

4 O:\Fiscal Notes\Fisnts 2004\2-0875.1.04.wpd
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AN ACT Relating to public enployees' retirement system plan 1 and
teachers' retirenent system plan 1 age and retirenent requirenents for
receipt of the annual increase anount; anending RCW 41.40.197 and
41.32.489; and providing an effective date.

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

Sec. 1. RCW41.40.197 and 1995 ¢ 345 s 5 are each anended to read
as follows:

(1) Beginning July 1, 1995, and annually thereafter, the retirenent
al | onance of a person neeting the requirenments of this section shall be
i ncreased by the annual increase anount.

(2) The followng persons shall be eligible for the benefit
provided in subsection (1) of this section:

(a) A beneficiary who has received a retirenent allowance for at
| east one year by July 1st in the calendar year in which the annua
increase is given and has attained at |east age sixty-six by ((3uhy
ist)) Decenber 31st in the cal endar year in which the annual increase
is given; or

(b) A beneficiary whose retirenent allowance is |ower than the
m ni mum benefit provided under RCW 41. 40. 1984.

Code Rev/LL: seg 1 Z-0875.1/ 04
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(3) The followi ng persons shall also be eligible for the benefit
provi ded in subsection (1) of this section:

(a) A beneficiary receiving the m ni num benefit on June 30, 1995,
under RCW 41. 40. 198; or

(b) A recipient of a survivor benefit on June 30, 1995, which has
been increased by RCW 41. 40. 325.

(4) If otherwise eligible, those receiving an annual adjustnent
under RCW 41.40.188(1)(c) shall be eligible for the annual increase
adjustnment in addition to the benefit that would have been received
absent this section.

(5) Those receiving a benefit under RCW 41.40.220(1), or a survivor
of a disabled nmenber under RCW 41.44.170(5) shall be eligible for the
benefit provided by this section.

(6) The legislature reserves the right to amend or repeal this
section in the future and no nenber or beneficiary has a contractua
right to receive this postretirenent adjustnment not granted prior to
that tine.

Sec. 2. RCW41.32.489 and 1995 ¢ 345 s 2 are each anended to read
as follows:

(1) Beginning July 1, 1995, and annually thereafter, the retirenent
al | onance of a person neeting the requirenments of this section shall be
i ncreased by the annual increase anount.

(2) The followng persons shall be eligible for the benefit
provided in subsection (1) of this section:

(a) A beneficiary who has received a retirenent allowance for at
| east one year by July 1st in the calendar year in which the annua
increase is given and has attained at |east age sixty-six by ((3uby
ist)) Decenber 31st in the cal endar year in which the annual increase
is given; or

(b) A beneficiary whose retirenent allowance is |ower than the
m ni mum benefit provided under RCW 41. 32. 4851.

(3) The followi ng persons shall also be eligible for the benefit
provided in subsection (1) of this section:

(a) A beneficiary receiving the m ni num benefit on June 30, 1995,
under RCW 41. 32. 485; or

(b) A recipient of a survivor benefit on June 30, 1995, which has
been increased by RCW41. 32. 575.

Code Rev/LL: seg 2 Z-0875.1/ 04
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(4) If otherwise eligible, those receiving an annual adjustnent
under RCW 41.32.530(1)(d) shall be eligible for the annual increase
adjustnent in addition to the benefit that would have been received
absent this section.

(5) Those receiving a tenporary disability benefit wunder RCW
41.32.540 shall not be eligible for the benefit provided by this
section.

(6) The legislature reserves the right to amend or repeal this
section in the future and no nmenber or beneficiary has a contractual
right to receive this postretirenent adjustnent not granted prior to
that tine.

NEW SECTION. Sec. 3. This act takes effect July 1, 2004.

~-- END ---
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Background

Members of the Public Employees' Retirement System (PERS), the State
Employees' Retirement System (SERS) and the Teachers' Retirement System
(TRS) must currently separate from service in order to qualify for retirement. The
proposal would allow members who have attained age 70% and meet the vesting
requirements of their plans to apply for and receive retirement benefits without
separating from service. Such individuals would continue to draw a salary but
would cease active membership in their plans and would no longer accumulate
service credit. The provision would not apply to state elected officials unless they
leave elected office or are reappointed or reelected after the effective date of the
act.

Committee Activity

Presentation:
December 16, 2003 — Full Committee Meeting

Recommendation to Legislature

None

Staff Contact
Laura Harper — 360-586-7616 — harper_la@leg.wa.gov



Select Committee on Pension Policy

Age 7072

(December 10, 2003)

Issue

Staff

Members Impacted

Current Situation

History

Allow members of PERS, SERS, and TRS plans
1, 2 and 3 who have attained age 70%. and meet
the vesting requirements for their plans to apply
for and receive retirement benefits without
separating from service. Such individuals would
continue to draw a salary but would cease active
membership in their plans and would no longer
accumulate service credit. The provision would
not apply to state elected officials unless they
leave elected office or are reappointed or
reelected after the effective date of the act.

Laura Harper (360) 586-7616

This proposal would impact the 470 members of
PERS, SERS and TRS plans 1, 2 and 3 who are
still working at age 70% and are eligible to
receive benefits.

Currently members of PERS, SERS, and TRS
plans 1, 2 and 3 must separate from service in
order to qualify for retirement.

In 1988 the legislature changed the Judicial,
Judges, LEOFF, TRS, PERS, and WSPRS
systems to allow vested members to apply for
their retirement benefit after reaching age 70%
without separating from service. The stated
purpose of the change was to conform to federal
tax law, and the new provision was codified as
RCW 41.04.065. The provision also allowed
members to continue making contributions and
earning service credit while receiving their
retirement allowance.

December 16, 2003

1003 Interim lsstes Page [ of3
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Select ommittee on Pension Policy

RCW 41.04.065 was repealed in 1991. Current
federal law does not require the State of
Washington to distribute a retirement benefit to
a vested member of a qualified governmental

plan who is still working and has reached the
age of 70%.

During the 2002 Interim the Joint Committee
recommended that members of PERS, SERS,
and TRS plans 1, 2 and 3 who have attained age
70% and meet the vesting requirements of their
plan be allowed to apply for retirement benefits
without requiring that they separate from
service. However, this recommendation did not
allow such retirees to continue to make
contributions and earn service credit. This
proposal was introduced during the 2003
session as SB5093/HB 1209. The bill passed in
the Senate but did not receive a hearing in the
House.

Policy Analysis

Members of Washington’s various retirement plans are paid benefits in
accordance with the minimum distribution rules of the Internal Revenue Code.
Section 401(a)(9)(C) of the Code codifies the minimum distribution rules
applicable to qualified governmental plans. These rules require such plans to
begin making payments to members by no later than a participant’s “required
beginning date.” The required beginning date for a participant in a
governmental plan is the April 1 following the later of the calendar year in
which the member reaches age 70% or the calendar year in which the member
retires.

Washington’s retirement plans meet the minimum distribution requirements of
federal law. Thus the question before the committee is whether to grant an
additional benefit to vested members who have reached age 70%.

Decenbe 6, 100 1003 Interm sue Page 1003
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Options

Only one option is proposed.

Fiscal Impact of Options

The cost of this bill is insufficient to affect contribution rates.

Administrative Impact (DRS)

Input requested.

Executive Committee Recommendation

The Executive Committee has forwarded this proposal to the full committee for
consideration.

Bill Draft

See attachment.

Fiscal Note (Draft)

See attachment.

Decenbe 6, 100 1003 Interm sue Puge3 o3
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FISCAL NOTE - DRAFT

REQUEST NO.
RESPONDING AGENCY: CODE: DATE: BILL NUMBER:
Office of the State Actuary 035 12/09/03  Z-0941.1.1/04

SUMMARY OF BILL:

This bill impacts all of the plans of the Teachers’ Retirement System (TRS), the School Employees’
Retirement System (SERS) and the Public Employees’ Retirement System (PERS) by permitting vested
members who attain age 707 to apply to the Department of Retirement Systems to begin their benefits
without requiring that they separate from service. Upon retirement an individual may continue to work but
ceases active membership and no longer makes contributions nor receives service credit. Current state
elected and appointed officials are exempt from this act unless they leave elected office, are reappointed or
re-elected after the effective date of the act.

Effective Date: 90 days after session.

CURRENT SITUATION:

Current law requires members of TRS, SERS, and PERS to retire before benefits begin regardless of age.
This generally requires a member to first separate from service and then apply to the Department of
Retirement Systems for retirement.

MEMBERS IMPACTED:

We estimate that approximately 470 members are age 70% and eligible to receive benefits.

FISCAL IMPACT:

The cost of this bill in insufficient to affect contribution rates.

1 O:\Fiscal Notes\Fisnts 2004\Z-0941.1.04.wpd



D O~ W DN PP

10
11
12
13
14
15
16
17
18

AN ACT Relating to allowng nenbers of the teachers' retirenent
system the school enployees' retirenent system and the public
enpl oyees' retirenment system to begin receiving benefits wthout
| eaving service at age seventy and one-half; adding a new section to
chapter 41.32 RCW adding a new section to chapter 41.35 RCW and
addi ng a new section to chapter 41.40 RCW

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

NEW SECTION. Sec. 1. A new section is added to chapter 41.32 RCW
under the subchapter heading "provisions applicable to plan 1, plan 2,
and plan 3" to read as foll ows:

Upon attainment of age seventy and one-half, an enployed nenber
may, subject to this section, apply for the retirenent benefit the
menber is otherwise eligible to receive and remain enployed w thout
reduction in their pension. The retirement benefit begins to accrue on
the first day of the calendar nonth followi ng the nonth that a nenber
applies for a retirenment benefit and has attained age seventy and one-
hal f. The benefit shall be calculated in accordance with the rul es of
the nmenber's plan, except that the nenber may continue to be enpl oyed.

Code Rev/LL: ads 1 Z-0941.1/04
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Upon retirenent, the retiree is no | onger an active nenber and may not
make contri butions, nor receive service credit, for future periods of
enpl oynent while receiving his or her retirenent allowance.

This section does not apply to any nenber who is a state elected
official on the effective date of this act, unless that nenber |eaves
el ected office or is reappointed or reelected after the effective date
of this act.

NEW SECTION. Sec. 2. A new section is added to chapter 41.35 RCW
under the subchapter heading "provisions applicable to plan 2 and pl an
3" to read as follows:

Upon attainment of age seventy and one-half, an enployed nenber
may, subject to this section, apply for the retirenent benefit the
menber is otherwise eligible to receive and remain enployed w thout
reduction in their pension. The retirenment benefit begins to accrue on
the first day of the calendar nonth followi ng the nonth that a nenber
applies for a retirenment benefit and has attained age seventy and one-
half. The benefit is calculated in accordance wth the rules of the
menber's plan, except that the nenber may continue to be enployed.
Upon retirenent, the retiree is no | onger an active nmenber and may not
make contri butions, nor receive service credit, for future periods of
enpl oynent while receiving his or her retirenent allowance.

This section does not apply to any nenber who is a state elected
official on the effective date of this act, unless that nmenber | eaves
el ected office or is reappointed or reelected after the effective date
of this act.

NEW SECTION. Sec. 3. A new section is added to chapter 41.40 RCW
under the subchapter heading "provisions applicable to plan 1, plan 2,
and plan 3" to read as foll ows:

Upon attainment of age seventy and one-half, an enployed nenber
may, subject to this section, apply for the retirenent benefit the
menber is otherwise eligible to receive and remain enployed w thout
reduction in their pension. The retirenment benefit begins to accrue on
the first day of the calendar nonth followi ng the nonth that a nenber
applies for a retirenment benefit and has attained age seventy and one-
hal f. The benefit shall be calculated in accordance with the rul es of
the nmenber's plan, except that the nenber may continue to be enpl oyed.

Code Rev/LL: ads 2 Z-0941.1/04
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Upon retirenent, the retiree is no | onger an active nenber and may not
make contri butions, nor receive service credit, for future periods of
enpl oynent while receiving his or her retirenent allowance.

This section does not apply to any nenber who is a state elected
official on the effective date of this act, unless that nenber |eaves
el ected office or is reappointed or reelected after the effective date
of this act.

~-- END ---
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Early Retirement — SHB 2180, 03 Session

Background

SHB 2180 created an early retirement window between September 1, 2003 and
February 20, 2004. Public Employees’ Retirement System (PERS) plan 1
members retiring during the window could elect to withdraw their employee
contributions in a lump sum and receive a reduced monthly benefit. PERS plans
2/3 and State Employees’ Retirement System (SERS) plans 2/3 members retiring
during the window with 60 years of age and at least 5 years of service could
retire with a 3% per year reduction in their benefit. All PERS and SERS
members retiring during the window would receive an additional $10 per month
per year of service for the first 24 months of retirement.

PERS and SERS members who retire under this bill and return to work with a
PERS or SERS employer would have their retirement allowance reduced 5.5% for
each 8 hours worked per month for a maximum reduction of 100%.

Committee Activity

Presentation:
December 16, 2003 — Full Committee Meeting

Recommendation to Legislature

None

Staff Contact

Laura Harper — 360-586-7616 — harper_la@leg.wa.gov



Select Committee on Pension Policy
Early Retirement

(SHB 2180, 03 Session)

(December 10, 2003)

Issue

Staff

Members Impacted

SHB 2180 from the 2003 Legislative Session
would have allowed PERS 1 members retiring
between September 1, 2003 and February 29,
2004, to elect to withdraw their employee
contributions in a lump-sum and receive a
reduced monthly benefit. Members of PERS 2/3
and SERS 2/3 who were at least 60 years of age
and had at least 5 years of service could have
retired during the window with a 3% per year
reduction in their benefit. All PERS and SERS
members retiring during the window would have
received an additional $10 per month per year of
service for the first 24 months of retirement.

PERS and SERS members who retire under this
bill and return to work with a PERS or SERS
employer would have their retirement allowance
reduced 5.5% for each 8 hours worked per
month for a maximum reduction of 100%.

Laura Harper (360) 586-7616

About 10,100 active PERS 1 members would
have been affected by SHB 2180. Of this total,
about 1,300 members were 65 years of age or
older and about 8,800 were under the age of 65.
The bill required that PERS 1 members be
eligible to retire to benefit under the bill.

Approximately 8,800 PERS 2/3 members would
would have been affected by this bill. Of this
total, about 2,300 members were 65 years of age
or older; 1,700 were between the ages of 60 and
64 and had 20 years of service or more; and
another 4,800 members were between the ages

January 1, 1004
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Current Situation

of 60 and 64 and had less than 20 years service
(but more than 5 years of service). The bill
required that PERS 2/3 members be at least age
60 with at least 5 years of service to benefit
under the bill.

Approximately 3,900 SERS 2/3 members would
have been affected by this bill. Of this total,
about 1,100 members were 65 years of age or
older; 600 were between the ages of 60 and 64
with 20 years of service or more; and another
2,200 members were between the ages of 60 and
64 and had less than 20 years service (but more
than 5 years of service). The bill required that
SERS 2/3 members be at least age 60 with at
least S years of service to benefit under the bill.

Currently, PERS 1 members may retire with an
unreduced benefit at age 60 with 5 years of
service, at age 55 with 25 years of service, or at
any age with 30 years of service.

Members of PERS 2 and SERS 2 may retire with
an unreduced benefit at age 65 with S years of
service. They are also eligible for a reduced
benefit at age 55 if they have at least 20 years of
service. PERS 2 and SERS 2 members who
retire at age 55 with at least 30 years of service
receive a 3% reduction for each year that their
retirement age precedes age 65. Members who
retire with at least 20 years of service, but less
than 30 years of service, receive a larger
actuarial reduction for early commencement of
their benefit.

PERS 3 and SERS 3 members may receive the
defined benefit portion of their retirement
allowance at age 65 with 10 years of service, at
age 65 with S years of service if 12 months of
that service was earned after age 54, or at age
65 with 5 years service if that service was earned

January 1, 1004
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in Plan 2. They may also receive a benefit at age
55 with 30 years of service with the benefit
reduced 3% per year for each year that their
retirement age precedes age 65. They may also
receive a benefit at age 55 with 10 years of
service with the benefit actuarially reduced for
each year that their retirement age precedes age
65.

History Originally HB 2180 provided the early retirement
window described above for PERS Plans 1, 2,
and 3 only. SHB 2180, a substitute bill,
provided the early retirement window for SERS
Plans 2 and 3 as well as the PERS Plans
included in the original bill. The bill did not
pass in the House.

Policy Analysis

Early retirement windows are often touted as a means to achieve fiscal savings
by reducing payroll costs. While some temporary salary savings may be
realized, they seldom compare favorably with the resulting increased liabilities
to the retirement system.

Also, an issue paper entitled “Early Retirement Windows” is attached. For an
in-depth policy discussion of early retirement windows, see pages 7-15 of the
issue paper.

Options

Only one option is presented to the Committee at this time.

Fiscal Impact of Options

SHB 2180 provided that the PERS 2 and SERS 2 employee contribution rate
would not be impacted by the legislation. See the attached fiscal note which
details the employer impact.

oy 1 004 1003 Interim Issues Page30] 4
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Administrative Impact (DRS)

Input requested.

Executive Committee Recommendation

The Executive Committee has forwarded this item to be heard by the full
Committee.

Bill Draft

SHB 2180 from the 2003 sessions is attached.

Fiscal Note

See attachment.

oy 11004 1003 Interim Issues Y

0:\Reports\Interim lssues\2003\Issues\Early Retirement wpd



Early Retirement Windows

Joint Committee on Pension Policy
Presented May 21, 1998

Prepared by:

Christine Masters Ryser
Research Analyst




Situation Summary:

The issue of early retirement continues to be a topic of interest for legislators,
governmental agencies and individual members. This report updates information
contained in the 1996 early retirement report and presents policy issues related to
targeted early retirement windows.

Background:
Early Retirement Windows and Retirement Incentives:

Normal retirement is what occurs after a member has fulfilled the requirements for
receiving an unreduced benefit from their retirement system. Eligibility for normal
retirement in the Washington retirement systems varies among the systems and Plans.

Members of the Public Employees' Retirement System Plan 1 (PERS 1 and the
Teachers' Retirement System Plan 1 (TRS 1) can qualify for an unreduced benefit by
meeting one of three combinations of age and/or service. Washington State Patrol
(WSP) members must meet one of two combinations of age and/or service. Members
of the Law Enforcement Officers' Retirement System Plan 1 (LEOFF 1) must earn at
least five years of service and reach a specific age. These same requirements apply to
members of the Plan 2 and Plan 3 systems.

In addition to normal retirement, the Plan 2 systems provide members with an on-going
opportunity to retire early. The benefit provided by this option is actuarially reduced to
reflect the additional years the member will receive payments. Table #1 provides the
eligibility requirements for each of the major Washington retirement systems.

TABLE #1
Washington Retirement Systems' Retirement Criteria
System Plan 1 Plan 2 Plan 3
LEOFF Age 50/5 YOS Age 55/5 YOS NA
*Age 50/20 YOS
PERS Age 60/ 5 YOS Age 65/5 YOS NA
Age 55/25 YOS *Age 55/20 YOS
Any Age/30 YOS
TRS Age 60/5 YOS Age 65/5 YOS Age 65/5 YOS
Age 55/25 YOS *Age 55/20 YOS *Age 55/10 YOS
Any Age/30 YOS
WSP Any Age/25 YOS
Age 55/5 YOS

* Benefit reduced from age 65.

1998 Interim Issues May 12, 1998
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For purposes of this report, early retirement is discussed in terms of a temporary
opportunity (window) allowing certain members to leave employment before normal
retirement and begin receiving an unreduced benefit immediately. Early retirement is
not considered in the context of:

4+ Lowering the normal retirement age; or
4+ A permanent option allowing members to retire earlier with a reduced benefit. (As
exists in the Plan 2 retirement systems.)

There are two types of early retirement windows (ER windows) "blanket" and "targeted".
Blanket programs provide early retirement to a large segment of the membership.
Usually blanket windows are offered to all members of a retirement system who meet
certain age and service requirements. Targeted windows are programs offered to a
much smaller group of members, for instance, the employees of a particular agency or
facility.

The primary difference in the two types of windows is the scope of the offering. Both
blanket and targeted windows are designed to achieve the same end: the voluntary
termination of members close to retirement.

In the past, Washington has provided six programs to stimulate retirement among
members. While the goals of these programs have varied, all have targeted members
of the Public Employees' Retirement System Plan 1 (PERS 1) and/or Teachers
Retirement System Plan 1 (TRS 1).

In addition to ER windows, Washington has also employed incentives to encourage
members to leave service. As used in the past, incentives are cash payments or
increases in salary offered to members already eligible to retire in exchange for the
member's agreement to leave service within a certain time period. In other states,
incentives have been combined with early retirement to increase the attractiveness of a
program. A common combination is to allow members to retire a few years early and
credit them with one additional year of service for every X number of years of service
already earned.

History of Incentives and Early Retirement Programs:

Incentives and retirement programs offered in the past have been driven by personnel
concerns. The goals of these programs can be divided into three categories:

4+ Easing adverse impacts on members employed by an abolished agency.
4+ Encouraging members close to, or already eligible for retirement, to do so.
4 Reducing FTE's and compensation costs.

Table #2 is a summary of the six programs. A more complete description is contained
in Appendix B.

1998 Interim Issues May 12, 1998
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TABLE #2

Incentives and Early Retirement Windows
Offered in Washington State

Year Program

1973 Northern State Hospital

When the state decided to close Eastern Washington Hospital, Chapter 43.130 was

enacted to provide affected personnel with three options:

* Relocate to other state employment;

Receive termination pay; or
Members age 55 with five years of service could retire without actuarial
reduction in the benefit amount. Members age 45 with 5 years of service
could retire with a benefit actuarially reduced from age 55.

*

*

1982 Plan 1 Early Retirement Window
Revenue shortfalls prompted the Legislature to allow PERS 1 and TRS 1 members to
retire up to five years early without an actuarial reduction in benefits. Active members
within five years of normal retirement eligibility were targeted. Legislation did not
include any restrictions on retirees returning to work.

1992 Community College/K-12 Retirement Incentives
TRS 1 members within two years of retirement eligibility were offered additional
teaching hours with increased salary if they agreed to waive their rights to tenure at the
end of the two years. The increased work hours and salary served to boost the
members average final compensation and retirement benefit. The Department of
Retirement Systems has since notified employers that such incentives are not
reportable as compensation.

1992/ Plan 1 Early Retirement Windows

1993 Educational reform and government streamlining prompted the Legislature to offer
PERS 1 and TRS 1 members the opportunity to retire up to five years early without an
actuarial reduction in benefits. Eligibility requirements were the same as for the 1982
window. Legislation included restrictions on retirees returning to work.

1995 Department of Transportation Retirement Incentive
Certain PERS 1 DOT employees past retirement eligibility were offered cash incentives
to terminate employment. Incentive amounts were based on the member's years of
service.

Retirement Benefit Policies:

In 1993 the Joint Committee on Pension Policy (JCPP) adopted a set of retirement
benefit policies. As a whole, these policies were designed to develop long-term
strategies for pension benefits that would best meet the needs of employees, retirees
and employers within available resources. These policies do not focus directly to ER
windows, but they do establish a framework for considering early retirement issues.

1998 Interim Issues May 12, 1998
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Three policies inherent in the Plan 2 systems were identified for continuation:

4+ All state and local employees should have essentially the same retirement plans;
4+ Retiree benefits should have some form and degree of protection from inflation'
4+ Costs should be shared equally between employees and employers.

New Plans, or changes to current plans should be based on the following additional
policies:

Sufficient income after leaving the workforce should be from a combination of Social
Security, retirement benefits and employee savings.

Employees must take responsibility for insuring they have a sufficient income after
retirement.

Retirement benefits are intended to provide income after leaving the workforce.
Employees who vest and leave should be provided reasonable value toward their
ultimate retirement for their length of service.

Retirees should have more flexibility in determining the form and timing of their
benefit.

Plan design should be as neutral as possible in its affect on employees:

TR R

<> It should not inhibit employees from changing careers or employers.

<> Employees should not be encouraged to stay in jobs they consider highly
stressful.

<> Employees should not be encouraged to seek early retirement.

4+ Any new retirement plan shall not exceed the Plan 2 cost.
Benefit Funding:

Retirement benefits are funded by contributions from employees and their employers.
In the case of the LEOFF systems, the state also pays a portion of benefit costs.
Contribution rates are fixed in statute for Plan 1 and WSP members; and for LEOFF 1
employers. PERS 1 and TRS 1 employers and the state contribute at a rate calculated
to properly fund the systems. Since their rates are based on statute and not cost, Plan
1 and WSP members do not pay for increases in benefits. Employers and the state
must pay any additional costs.

PERS and TRS Plan 2 members and employers each contribute one half of the total
cost of benefits. In LEOFF 2, the state pays 40% of the cost and the remainder is split
between members and employers. In this funding approach, members pay one half the
cost of benefit increases.

TRS 3 members do not contribute to their defined benefits. Only their employers
contribute. Thus, any increases in benefits are paid for by the employer.
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TABLE #3

Contribution Rates Charged as of 9/1/97

Cost-of-living Adjustments:

PERS TRS LEOFF WSP
Plan 1 Plan 2 Plan 1 Plan 2 Plan 3 Plan 1 Plan 2
Employee 6.00% 4.65% 6.00% 6.03% NA 6.00% 8.48% 7.00%
Employer 7.32% 7.32% 11.75% 11.75% 11.75%  6.00% 5.09% 11.05%
State 9.21% 9.21%

When members leave the workforce early, they are expected to spend more years in
retirement. The longer a member receives a retirement benefit, the more important

cost-of-living adjustments to that benefit become.

Automatic annual cost-of-living adjustments (COLAs) are provided retirees in all of the
Washington retirement systems. The Plan 2 and 3 systems all receive the same type of
adjustments. The PERS and TRS Plan 1 systems receive adjustments through an
annual increase call "the Uniform COLA". LEOFF 1 and WSP retirees each receive

increases based on a separate mechanism.

TABLE #4

Washington Retirement Systems
Overview of Cost-of-living Adjustment Designs

Plan COLA Design

PERS 1/ Automatic annual increases. Increase is

TRS 1 a flat-rate amount per year of service. It
is increased by 3% each year.

LEOFF 1 Automatic annual adjustment
Increase is equal to advances in the
Seattle Consumer Price Index.

All Plans 2/ Automatic adjustment matches advances

TRS 3 in the Seattle Consumer Price Index, up
to 3% a year.

WSP Automatic annual adjustment of 2% of
benefit.

When Received

Member has reached age-66 and been
retired for one year.

Member has been retired one year.

Member has been retired one year.

Member has been retired one year.
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Policy Issues:

1. Early Retirement Windows are a Personnel Tool: Employers
promoting early retirement stress its usefulness as a method for reducing
personnel. Employed in this manner early retirement becomes a matter of
personnel policy, not retirement policy.

2. Are Early Retirement Windows an Employee Benefit? Employees
have expressed an interest in leaving public service at a younger age with a
retirement allowance. A number of factors outside the pension system directly
impact members' ability to maintain their standard of living once they leave the
workforce.

3. The Effect of Early Retirement Windows on the Normal

Retirement Age Policy: Current eligibility for normal retirement is age-65.
Allowing early retirement undermines this policy.

4. Compensation Savings vs. Increases in the Retirement System

Costs: Claims of fiscal savings are often made when early retirement is
proposed. While some savings may be realized in compensation costs, early
retirement increases liabilities to the retirement system.

5. Plan 2 Considerations: Until now all early retirement efforts have been
aimed at Plan 1 members. In the future, Plan 2 members will be targeted.
Differences in the way benefits in the Plan 1 and Plan 2 systems are funded have
significant implications for early retirement windows.

Analysis:

1. Early Retirement as a Personnel Tool:

Temporary early retirement windows and incentives are not prompted by retirement
issues. They are tools to address personnel problems. Three common uses are:

4+ When a facility is closed or staff size is greatly reduced. In loyalty to
employees close to retirement, an employer may offer an early retirement
program.

4+ To alter the mix of high and low seniority employees who are terminated
during a lay-off. When senior employees retire, it may allow the employer to
reduce cut-backs among shorter-term employees.
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4+ To foster innovation. Shorter-term employees may be more open to new
employer initiatives Encouraging retirement of longer-term employees may
prune "dead wood".

None of these uses stem from retirement issues. In fact, they may be counter-
productive to retirement polices adopted by the JCPP in 1992. In employing ER
windows, the employer must judge the benefits gained from employees leaving the
workforce against the pressure it places on retirement benefit goals.

ER programs also have the potential to create personnel problems. Employers
have a limited control over who takes advantage of an ER opportunity. The
employer can set requirements for eligibility, but it is the individual employee's
decision whether to take advantage of the offer. Difficulties arise when a greater or
lesser number of employees may decide to retire than anticipated further impacting
staffing levels. A second danger of such programs is that critical employees may
choose to retire, disrupting the provision of services or the completion of projects.
Short time periods for taking advantage of a window further excerbate this problem.

2. Early Retirement as an Employee Benefit:

There are employers who view ER windows as a periodic supplemental benefit.
They see early retirement not only as a means to aid themselves, but also provide
older employees with a special opportunity to leave service earlier. While this view
may be well intentioned, earlier retirement it not always be to the long-term benefit
of employees.

Workers who retire early face the challenge of maintaining their standard of living
over a longer period of time than retirees who leave at normal retirement. In some
cases, this may not be an issue. ER windows can be a boon to employees who:

4+ Wish to pursue a second career, while receiving income from their first career.

4+ Are affected by health disabilities.

4+ Have planned to leave the workforce before eligibility and are financially
secure.

4+ Have access to affordable health care insurance.

PERS 1 members are especially likely to benefit from ER windows. There are no
provisions to allow early retirement with a reduced benefit in the Plan 1 systems. In
PERS 1, terminated-vested members (those with at least 5 years of service who
leave service without withdrawing their contributions), are not eligible to begin
drawing an unreduced retirement benefit until age 65. Benefits can be paid at age
60, but are actuarially reduced from age 65. The effect of these provisions is that
members who do not continue working until retirement eligibility must either wait to
receive their benefits or accept a reduced amount.

1998 Interim Issues May 12, 1998
JCPP Full Committee - May 21, 1998 7 O:\REPORTS\Interim Issues\1998\Early Retirement Windows.wpd



This delay in terminated-vested benefits does not occur in other Washington
retirement systems. TRS 1 terminated-vested members, and members of the Plan
2 and Plan 3 tiers, can begin receiving unreduced benefits when they reach
eligibility for normal retirement.

Employers may view an ER window as a good solution to a personnel problem, and
employees see them as a short cut to the "golden years", but four factors require
consideration.

The reduced size of the retirement benefit:

Early retirees receive a smaller retirement allowance than they would have if they
worked until normal retirement age. An early retiree permanently forgoes additional
service credit, as well as potential future salary increases, in lieu of early receipt of
the retirement allowance.

Inflation:

In Plan 1, cost-of-living adjustments (COLAs) do not begin until the retiree has
reached age-66. In previous ER windows offered by the state, retirees could be as
young as age 50. This means some benefit purchasing power will be lost to inflation
before the retiree becomes eligible for an annual increase. The amount of the loss
could be a little or a lot depending on the rate of inflation and the retiree's age.

Fixed benefits and loss of purchasing power bring discontent. The bulk of persons
who sought COLAs in the late 1980s and early 1990s were those whose benefits
had been eroded by inflation.

Eligibility for Social Security:

First eligibility for Social Security now occurs at age 62. This "early retirement"
benefit is roughly 80% of the amount a worker would receive at age 65. A public
employee who leaves employment early will not be eligible for Social Security for
even this reduced benefit for several years. In addition, individuals who do not work
up until eligibility are likely to receive a lower benefit.

The age at which the full Social Security benefit is obtained is increasing. Appendix
C shows how the increase in full benefit eligibility is being implemented. The
reduction for retirement at age-62, from Social Security is also rising. The person
who retires now at age 62 receives a benefit approximately 20% less than the full
retirement benefit. For the person who is age 62 in the year 2022, the benefit will
be approximately 30% less than the full retirement benefit.
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The cost of health care insurance:

At age-65 retirees become eligible for Medicare. Typically the cost of health care
insurance is reduced at this age to reflect coverage under the federal program.
Appendix D reflects data from the Washington State Health Care Authority rate
schedule, effective January 1, 1998. It shows the monthly premium rates for the
pre-age 65 retiree only; and the retiree and spouse. The cost of these premiums
range from $143 to $179 a month for the retiree only; and from $262 to $354 for the
retiree and spouse.

3. The Effect of Early Retirement on Normal Retirement Age Policy:

A fundamental impact of early retirement programs is the pressure it exerts on
normal retirement age policy. The Legislature established that full retirement
benefits will not to be paid until the member attains age-65. This policy was
established in the creation of PERS 2 and TRS 2. It was reinforced in the creation
of TRS 3 and SERS 3.

Early retirement is a limited benefit. Only members who meet the eligibility criteria
benefit from it, others gain nothing. Members not eligible for one window will create
pressure for another. Adding to this, is the fact that the state has offered three
large-scale early retirement windows since 1982. The frequency of these past
programs has built an expectation of future programs.

At some point, the expectation and frequency of future ER windows undermines
normal retirement policy. Where that line falls may be difficult to determine, except
in retrospect. At that point, it may be difficult to reverse the trend.

4. Fiscal Impacts and Policy:

A common justification for early retirement is that it saves the employer money by
reducing payroll costs. If salary savings do occur, they seldom compare favorably
to the increased costs to the retirement systems. The fiscal impact of ER windows
is to temporarily lower payroll costs, while increasing retirement system liabilities.
Agencies also experience impacts from unbudgeted cash-outs of unused employee
leave.

Compensation Savings:

The "compensation savings" theory of ER windows is relatively straightforward.
Windows encourage senior employees, who are earning relatively high salaries, to
leave employment. These employees are then replaced by employees earning
lower salaries. The difference between the senior employee's salary and the
replacement's salary constitutes a savings for the employer.
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The replacement of personnel that occurs as a result of ER windows is the same
one that occurs when an individual reaches normal retirement. The only difference
between early and normal retirement is timing. With an ER window, a large group
of employees may leave at one time. Any savings that are realized in a window are
simply realized all at once instead of over a period of time. Nothing happens in an
ER window that would not have happened within the next few years as workers
become eligible for normal retirement.

Figure #1 shows TRS 1 retirements from 1977 through 1995 and a retirement trend
line. There are peaks when an ER window is offered and in subsequent years,
subnormal retirements occur. The ER window has "borrowed" retirees from the
next five years, when those employees would have reached eligibility under normal
retirement rules.

FIGURE #1
TRS 1 Annual Retirements 1977-1996

2,500
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Though easy to understand in theory, the cost savings of ER windows are difficult
to demonstrate in practice. A number of factors complicate this calculation.

4+ Replacement salaries In theory, an ER window replaces a high-paid
employee, with a low-paid one. In practice, it is usually an employee who is
already close in pay to the retiree who moves into that position. This sets off a
series of promotions within the agency and eventually an entry-level employee
is hired. To calculate the "savings" does the analyst use the salary of the new
hire, or the worker who actually replaced the retiree?

4+ Rate of replacement Real salary savings occur only if the retiree is not
replaced. This rarely happens except in situations where a facility closes or
agency is abolished. Assumptions about the length of time a retiree's position
will go unfilled impact the estimation of compensation savings.
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4+ Training costs Replacement employees may need additional training to
perform their new responsibilities. Should these costs be included in the
savings calculation?

The only salary data available regarding Washington's ER windows comes from the
1992 program. The Office of Financial Management (OFM) had agencies report
their savings after the retirement of their employees. OFM estimated the state
saved approximately $1 million in salary savings from PERS 1 early retirees and
approximately $8.6 million from TRS 1.

The Office of the State Actuary (OSA) also conducted a study of the 1992 early
retirement window. From the data it received, it was estimated that from $90,000 to
$400,000 was saved in salaries as a result of PERS 1 retirees and between $7.2
million and $16.8 million was saved as a result of TRS 1 retirees. The variability of
results from the two studies underscores the difficulty of calculating savings.

Whatever savings may be attributed to an ER window, they are only effective in the
current fiscal period. Economies in government are not accumulated from one
budget cycle to the next.

Actuarial Impacts:

Except in LEOFF 1, service retirement is the most expensive element of the state's
retirement system. Early retirement increases this cost by providing additional
years in retirement, while shortening the funding period. Tables #5 and #6 provide
a relative breakdown of benefit costs without an ER window.

TABLE #5

Distribution of Plan 1 Retirement Costs
Benefit PERS 1 TRS 1 LEOFF 1
Service Retirement 86.1% 90.2% 26.8%
Disability 2.2% 1.3% 67.2%
Death 1.1% 0.6% 3.2%
Withdrawal 10.6% 7.9% 2.9%
Total 100.0% 100.0% 100.0%
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TABLE #6

Distribution of Plan 2 Retirement Costs

Benefit PERS 2 TRS 2 LEOFF 2
Service Retirement 84.4% 89.9% 94.2%
Disability 1.8% 0.7% 0.6%
Death 1.2% 0.5% 0.4%
Withdrawal 12.7% 8.9% 4.8%

Total 100.0% 100.0% 100.0%

Table #7 shows employer costs for the early retirement programs of 1982, 1992
and 1993. The amounts shown are for the first biennial period only. They are
represented in 1996 dollars. Increases in contributions rates to fund these
programs are applied to all earnable compensation and will be paid by all
employers through June 30, 2024.

TABLE #7

Actuarial Costs for Early Retirement
Programs in 1982, 1992 and 1993

(% in Millions)

2-Year Cost 25-Year Cost
Unfunded
Number Accrued
of General General Actuarial
Retirees Fund-State  All Funds Fund-State  All Funds Liability
1982
PERS 1 1,416 $1.1 $4.1 $28 $107 $36.7
TRS 1 1,023 34 4.2 84 104 40.5
1992
PERS 1 1,198 0.7 2.7 19 73 31.0
TRS 1 818 2.9 3.6 72 89 32.3
1993
PERS 1 867 0.7 2.7 19 73 224
TRS 1 410 14 1.7 36 45 16.2

As a matter of comparison, salary data collected by OFM and OSA estimated
compensation savings for the 1992 ER program between $8 and $17.2 million for
PERS 1 and TRS 1 combined. The present value of the unfunded liability incurred

by the 1992 ER window was $63.3 million.
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Terminal pay and cash-outs:

When employees retire, they are often eligible to receive cash payments for
unused annual leave, sick leave and other benefits. Some of these payments can
be quite large. When an ER window is offered, a large group of employees may
leave an agency within a short time. The cost of unanticipated cash-outs can be
disruptive to an agency and may put its programs into jeopardy in the short run.

5. Plan 2 Considerations:

To date, ER windows have only targeted members of the PERS and TRS Plan 1
systems. These plans have been closed to new members for 22 years. The bulk
of Washington's public employees now belong to Plans 2 and 3. If employers are
going to continue to use ER windows to manage their workforces, they will have
to begin offering them to Plan 2 and 3 members. Key differences in these tiers'
benefit structures introduce additional policy issues.

Funding:

In the Plan 1 tiers, members pay a fixed contribution rate. In the Plan 3 tiers, the
member does not contribute to the defined benefit portion of the retirement
benefits. In both Plans, any increases in benefits, such as an ER window, would
be paid for with an increase in employer contributions.

The Plan 2 tiers present a different situation. Benefit costs are split evenly
between the employer and the employee. When the cost of benefits increase,
both are required to contribute more. If an ER window is offered in Plan 2, both
employers and employees will see contributions rise. Non-eligible members
would be expected to pay for the program even though they cannot benefit from it.

Retirement Age:

Plan 1 members have three options for meeting retirement eligibility:

4+ Age 60 with 5 years of service;

4+ Age 55 with 25 years of service; or

4+ Any age with 30 years of service.

These age and service options produce retirees at a range of ages roughly from

49 to 60 years. When ER windows are targeted as they have been, by reducing
eligibility 5 years, they produce retirees who range in age from 45 to 55.
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In contrast to the Plan 1 tiers, eligibility for normal retirement in Plan 2 is age-65.
Lowering eligibility 5 years brings that number to age 60. An ER window of this

design only affects older members. A program aimed at this population may be
viewed as age-discriminatory.

Reduction Factors for the On-going Early Retirement Benefit:

Plan 2 members have a permanent option to retire with a reduced benefit at age
55 with 25 years of service. (See Table #1.) An ER window targeted to Plan 2
members will have to determine an equitable policy for members who wish to
retire under this eligibility during the ER window. If a window is designed as the
Plan 1 windows have been, Plan 2 members could retire at age-60 with 5 years of
service:

4+ Does this mean that members who are age 50 with 15 years of service qualify
for the on-going reduced early retirement benefit during the open window?

4+ Do members who meet the age-60 requirement see their benefit reduced
from age 60, rather than the normal retirement age of 65?

4+ Should the members who are retirement eligible under the on-going early
retirement option receive any incentives to retire during a ER window ?

Policy Questions:

There are several policy questions that might be considered with regard to early
retirement programs. Two general areas to consider are: the early retirement
program itself and responsibility for funding the program.

Early Retirement Program Design:

4+ Should early retirement continue to be used as an ad hoc supplemental retirement
benefit?

4+ Should the Joint Committee adopt a set of guidelines to be used if future early
retirement programs are offered?

4+ Should early retirement be established as a permanent program to be initiated by
the employer?

4+ Should early retirement be targeted to identified employee categories?

Early Retirement Program Funding:

4+ Should payment continue to be made by all employers or only by those employers
affected by early retirement?

4+ Should payment of the costs of early retirement be amortized or paid
immediately?

1998 Interim Issues May 12, 1998
JCPP Full Committee - May 21, 1998 14 O:\REPORTS\Interim Issues\1998\Early Retirement Windows.wpd



Appendix A

Washington State Retirement Systems
Membership by Age and Years of Service

PERS 1 Membership by Age and Years of Service

1996 Valuation Data

Years of 49 or 65 or

Service Less | 50-54 | 55-59 | 60-64 | Older | Total
0-4 1,215 499 271 88 38 2,111
5-9 1,791 843 420 204 59 3,317
10 - 14 1,869 999 566 262 66 3,762
15-19 2,168 | 1,184 868 412 101 4,733
20-24 5748 | 3,413 | 2333 f 1,163 277 12,934
25-29 1,469 | 2,433 | 1,262 709 191 6,064
30 or More 41 389 476 278 105 1,289
Total 14,301 | 9,760 | 6,196 | 3,116 837 | 34,210

PERS 2 Membership by Age and Years of Service

1996 Valuation Data

Years of 49 or 65 or

Service Less | 50-54 | 55-59 | 60-64 | Older | Total
0-4 51,743 4,577 1,990 994 466 59,770
5-9 37,823 | 6,097 | 2,939 [ 1,442 550 48,851
10-14 16,770 4,355 2,573 1,293 385 25,376
15-19 8240 | 2,747 | 1916 | 1,184 300Q 14,387
20-24 2 6 4 2 1 15
25-29 0 1 0 0 0 1
30 or More 0 0 0 0 0 0
Total 114,578 | 17,783 | 9,422 | 4,915 | 1,702 | 148,400

*

Boxed areas indicate eligibility for normal retirement.
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TRS 1 Membership by Age and Years of Service

1996 Valuation Data

Years of 49 or 65 or

Service Less | 50-54 | 55-59 | 60-64 | Older | Total
0-4 319 188 59 13 2 581
5-9 617 498 150 42 14 1,321
10 - 14 878 653 225 50 11 1,817
15-19 2,087 783 402 118 20 3,410
20 - 24 4,336 | 1,811 769 283 45 7,244
25-29 1,418 | 3,219 | 1,164 368 81 6,250
30 or More 2 700 891 415 85 2,093
Total 9,657 | 7,852 | 3,660 | 1,289 258 | 22,716

TRS 2 Membership by Age and Years of Service

1996 Valuation Data

Years of 49 or 65 or

Service Less | 50-54 | 55-59 | 60-64 | Older | Total
0-4 12,652 804 257 66 17 | 13,796
5-9 10,626 | 1,142 380 122 23 12,293
10 - 14 5,228 813 385 115 19 6,560
15-19 3,017 580 304 130 29 4,060
20 - 24 0 0 0 0 0 0
25-29 0 0 0 0 0 0
30 or More 0 0 0 0 0 0
Total 31,523 | 3,339 | 1,326 433 88 | 36,709

*

Boxed areas indicate eligibility for normal retirement.
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LEOFF 1 Membership by Age and Years of Service

1996 Valuation Data

Years of 49 or 65 or

Service Less | 50-54 | 55-59 | 60-64 | Older | Total
0-4 2 0 1 0 0 3
5-9 6 0 0 0 0 6
10 - 14 6 4 1 0 0 11
15-19 143 16 0 0 0 159
20 - 24 960 270 28 1 0 1,259
25-29 258 593 129 13 0 993
30 or More 1 74 59 26 2 162
Total 1,376 957 218 40 2 2,593

LEOFF 2 Membership by Age and Years of Service

1996 Valuation Data

Years of 49 or 65 or

Service Less | 50-54 | 55-59 | 60-64 | Older | Total
0-4 3,306 50 20 3 0 3,379
5-9 3,275 62 17 9 1 3,364
10 - 14 1,961 86 34 7 0 2,088
15-19 1,842 124 20 7 1 1,994
20 - 24 2 0 0 0 0 2
25-29 0 0 0 0 0 0
30 or More 0 0 0 0 0 0
Total 10,386 322 91 26 2| 10,827

*

Boxed areas indicate eligibility for normal retirement.
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WSP Membership by Age and Years of Service

1996 Valuation Data

Years of | 49 or 65 or

Service Less | 50-54 | 55-59 | 60-64 | Older | Total
0-4 94 0 0 0 0 94
5-9 0 0 296
10 - 14 0 0 175
15-19 0 0 114
20 -24 0 0 113
25-29 50 0 0 104
30 or More 0 10 11 0 0 21
Total 819 80 18 0 0 917

*

Boxed areas indicate eligibility for normal retirement.
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Appendix B

Prior Retirement Incentives and Windows

1973 - Northern State Hospital:

In 1973, the Department of Social and Health Services determined Northern State
Hospital was no longer needed as an institution for the mentally ill. As a
consequence, the decision was made to permanently close the facility.

Chapter 43.130 RCW was enacted to address this situation and remains in effect
today. Under these provisions, qualified personnel of an affected institution are given
three options:

4+ Relocate to other state employment;

4+ Receive payment of termination pay; or

4+ If an affected employee has attained age 55 and completed at least 5 years of
service, receive a retirement allowance without actuarial reduction. If, an affected
employee is age 45 with at least 5 years of service, he or she could retire with an
actuarially reduced benefit.

The allowance offered under this Chapter is limited. No allowance can be received in
a year following a year in which the retiree earned more than $6,000. The $6,000
amount is annually adjusted by any COLA received by PERS retirees, beginning in
1973. (Factually, this is an impossible task, given the nature of COLAs provided from
1973 through the present.)

Community College/K-12 Retirement Incentive Programs:

In June of 1992, the JCPP learned of several retirement incentive programs in
operation within the community college districts. A TRS 1 member who was eligible to
retire within two years could sign an agreement to retire in two years and waive their
rights of tenure at the end of that period. In consideration for this agreement, the
member would receive summer session contracts for a class load 50 percent greater
than the standard summer load with compensation 72 percent greater than standard
compensation.

Certain school districts were also providing retirement incentives. In these instances,
the teachers were being given additional teaching days if they agreed to retire within a
certain period of time
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In both cases, not only were the faculty member and teacher receiving increased
compensation, they were also enhancing their average final compensation (AFC),
which in turn increased their retirement benefit. DRS later issued a notice to
community college and K-12 districts informing them this type of practice was not
condoned and such incentives were not reportable as compensation.

Department of Transportation Retirement Incentive Program:

In 1995, the Department of Transportation was experiencing personnel and morale
problems in one of its regional offices. Part of the problem was caused by the
continued longevity of professional engineering employees. These individuals were
not retiring as anticipated and the agency's promotional patterns were being stymied.
In addition, budgetary cutbacks were expected.

DOT successfully proposed an incentive program to the Governor and the Legislature.
The legislation allowed DOT to offer a $500 cash bonus for each year of service to
certain employees if they agreed to retire. The incentive program was initiated in 1996
for PERS 1 employees of DOT's Southwest Region who were already eligible to retire.
Twenty-three employees were eligible for the bonus. Thirteen accepted it. The
enabling legislation for this incentive expired in 1997.

1982 Early Retirement Window:

In 1982, the state was experiencing fiscal problems. With declining revenues, the
Legislature faced the prospect of reductions in programs and FTEs. To minimize the
impact of personnel reductions and realize short-term salary savings, an early
retirement program was offered to PERS and TRS Plan 1 members.

In Table #1, the qualifications for normal retirement are compared with the
qualifications for the early retirement window. (The term normal retirement means the
receipt of the retirement allowance without reduction.)

TABLE #1
Eligibility for 1982 Early Retirement
PERS 1 and TRS 1

Normal Retirement Early Retirement
Age 60 with 5 years of service Age 55 with 5 years of service
Age 55 with 25 years of service Age 50 with 20 years of service
30 years of service 25 years of service
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Normal retirement qualifications were simply reduced by five years. Table #2
provides some statistics for the 1982 program.

TABLE #2
1982 Early Retirement Statistics
PERS 1 TRS 1 I

Number of Retirees 1,938 1,023
Average Age 56.2 53.8
Average Service 18.3 22.6
Years to Normal Retirement 23 22
Percent of Those Eligible to Utilize

Early Retirement 22% 29%

There was an additional element connected with the 1982 early retirement program
which may have effected participation rates. The Legislature had just adopted
language which prospectively eliminated any cash-out of unused leave, for PERS 1
members. The elimination of this benefit would have prevented PERS 1 members
from applying a portion of their cash-out to their average final compensation (AFC)
and retirement benefit. The language to eliminate cash-outs was later declared
unconstitutional. Nonetheless, a large number of members may have taken
advantage of early retirement to ensure they would be able to use their cash-outs in
calculating their AFC.

In terms of saving money, the 1982 early retirement program contained one flaw. It
did not prohibit early retirees from contracting with their employers to do the same job
they were doing prior to retirement. A significant number of retirees did just that and
no cost savings were realized.

1992/1993 Early Retirement Window:

The early retirement programs for the years 1992 and 1993 (treated here as a single
program), were enacted for two reasons. First, during this period, educational reform
was an area of intense legislative deliberation. Some maintained that an early
retirement program would provide longer service teachers with the opportunity to
retire. By so doing, openings would then be available to younger teachers who might
be more amenable to change. Second, it was possible RIFs might be used to trim the
size of government. Together these possibilities supported providing an early
retirement program.

The time periods for the 1992 and 1993 open windows are shown in Table #3.
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TABLE #3

Operative Dates for Early Retirement

Employed in an  Application
Eligible Position Submitted By Retire By

1992 April 2, 1992 June 15, 1992 August 31, 1992
1993 March 1, 1993 July 1, 1993 August 31, 1993
.|

Eligibility for these programs was identical to the criteria applied in 1982. Table #4
provides the number of early retirees in the 92/93 programs, as well as the utilization

rate.

TABLE #4
Number of Early Retirees
1992 1993
Utilization Utilization
Eligible Retired Rate Eligible Retired Rate
PERS 1 9,381 1,198 12.8% 9,145 867 9.5%
TRS 1 6,611 826 12.5% 6,443 423 6.6%
Total 15,992 2,024 12.7% 15,588 1,290 8.3%
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Appendix C

Future Eligibility for Social Security Benefits

Age Eligible for Full Social Security Benefit

If Born In
1937 or Earlier
1938

1939

1940

1941

1942
1943-1954
1955

1956

1957

1958

1959

1960 or Later

Will Be Age 62 In

1999 or Earlier

2000
2001
2002
2003
2004
2005-2016
2017
2018
2019
2020
2021

2022 or Later

Age For Full
Benefit

65 Years

65 Years 2 Months
65 Years 4 Months
65 Years 6 Months
65 Years 8 Months
65 Years 10 Months
66 Years

66 Years 2 Months
66 years 4 Months
66 years 6 months
66 years 8 Months
66 years 10 Months

67 Years I

1998 Interim Issues
JCPP Full Committee - May 21, 1998

23
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Appendix D

1997 Monthly Premium Rates for Non-Medicare Eligible Retirees

Retiree Retiree & Retiree Retiree &
Provider Only Spouse Provider Only Spouse
Comm Hlth Plan $156.43 $308.57 || PacificCare $155.24 $306.19
Group Health 160.12 315.95 || QualMed 166.05 327.81
HealthPlus 178.95 353.81 Regence 179.64 354.99
HMO WA 161.29 318.29 | Selectcare 157.86 311.43
Kaiser Foundation 146.22 288.15 Skagit Co Medical 143.79 263.29
Kitsap Physcn Svcs 163.23 322.17 || Uniform Medical 158.29 312.29
Medical Svcs Corp 158.20 312.11 Virginia Mason 143.29 262.29
NYLCare 146.66 289.03 || Whatcom Med
Bureau 143.79 283.29
Options HIth Care 162.64 320.99
1998 Interim Issues May 12, 1998
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FISCAL NOTE

REQUEST NO.

RESPONDING AGENCY: CODE: DATE: BILL NUMBER:
Office of the State Actuary 035 03/12/03  SHB 2180
SUMMARY OF BILL:

This bill impacts the Public Employee’s Retirement System (PERS) and School Employee’s Retirement
System (SERS) by offering retirement incentives to members retiring between September 1, 2003 and
February 29, 2004.

PERS 1 members who retire during this window may withdraw all or part of their accumulated contributions
and receive an allowance actuarially reduced to reflect the monthly annuity which would have been
purchased by those contributions.

PERS 2/3 and SERS 2/3 members who have at least 5 years of service and reached at least age 60 would
be eligible to retire during the window and receive an allowance reduced 3% per year for the difference in
the number of years between their age at retirement and age 65.

PERS and SERS members who retire during this window would also receive a temporary increase in their
retirement allowance of $10 per month for each year of service. This increase would remain in effect for the
first 24 months of the member’s retirement.

PERS and SERS members who retire under this bill and return to work with a PERS or SERS employer
would have their retirement allowance reduced 5.5% for each 8 hours worked per month (for a maximum
reduction of 100%).

The PERS 2 and SERS 2 employee contribution rate shall not be impacted by this bill.

Effective Date: 90 days after session.

CURRENT SITUATION:

Currently, PERS 1 members may retire with an unreduced benefit at age 60 with 5 years of service, at age
55 with 25 years of service, or at any age with 30 years of service.

Members of PERS 2 and SERS 2 may retire with an unreduced benefit at age 65 with 5 years of service.
They are also eligible for a reduced benefit at age 55 if they have at least 20 years of service. PERS 2 and
SERS 2 members who retire at age 55 with at least 30 years of service receive a 3% reduction for each
year that their retirement age precedes age 65. Members who retire with at least 20 years of service, but
less than 30 years of service, receive a larger actuarial reduction for early commencement of their benefit.
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PERS 3 and SERS 3 members may receive the defined benefit portion of their retirement allowance at age
65 with 10 years of service, at age 65 with 5 years of service if 12 months of that service was earned after
age 54, or at age 65 with 5 years service if that service was earned in Plan 2. They may also receive a
benefit at age 55 with 30 years of service with the benefit reduced 3% per year for each year that their
retirement age precedes age 65. They may also receive a benefit at age 55 with 10 years of service with
the benefit actuarially reduced for each year that their retirement age precedes age 65.

MEMBERS IMPACTED:

About 10,100 active PERS 1 members would be affected by this bill. Of this total, about 1,300 members
are 65 years of age or older and about 8,800 are under the age of 65. PERS 1 members must be eligible
to retire to benefit under this bill.

There are approximately 8,800 PERS 2/3 members who would be affected by this bill. Of this total, about
2,300 members are 65 years of age or older; 1,700 between the ages of 60 and 64 who have 20 years of
service or more; and another 4,800 members between the ages of 60 and 64 who have less than 20 years
service (but more than 5 years of service). PERS 2/3 members must be at least age 60 with at least 5
years of service to benefit under this bill.

There are approximately 3,900 SERS 2/3 members who would be affected by this bill. Of this total, about
1,100 members are 65 years of age or older; 600 between the ages of 60 and 64 who have 20 years of
service or more; and another 2,200 members between the ages of 60 and 64 who have less than 20 years
service (but more than 5 years of service). SERS 2/3 members must be at least age 60 with at least 5
years of service to benefit under this bill.

All members who elect to retire under this bill receive $10 per month for each year of service for the first 2
years of their retirement. PERS 1 members will have the opportunity to retire with a lump sum plus a
reduced retirement allowance. PERS 2/3 and SERS 2/3 members under age 65 receive a subsidized 3%
early retirement reduction instead of a full actuarial reduction.

The $10 per month (times years of service) temporary annuity will provide an incentive for all affected
PERS and SERS members to retire. The lump sum benefit for PERS 1 members will provide an additional
incentive for some affected PERS 1 members to retire. The lump sum benefit, however, will also reduce
the amount of their guaranteed retirement allowance (prior to lump sum). The subsidized early retirement
reduction factor will provide an additional incentive for affected PERS 2/3 and SERS 2/3 members under
age 65 to retire. This incentive will likely vary depending on the amount of the member’s retirement
allowance in relation to their pre-retirement income. In other words, the larger the retirement allowance, the
larger the incentive to retire. All else being equal, the more service a member has at retirement, the larger
the retirement allowance.
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ASSUMPTIONS:

The following table contains the retirement probability assumptions utilized in this fiscal note:

System / Plan / Characteristics
Plan 1 (employed and eligible to retire)

Plan 2/3 age 65 and older

Plan 2/3 age 60-64 with 20 or more years of service

Plan 2/3 age 60-64 with less than 20 years of service

Retirement Assumption
50%
Twice the normal rate
100%

Normal rate for those with 20
years of service

FISCAL IMPACT:

Description:

For PERS 1, a large part of the cost stems from the election of the affected members to retire earlier than
our ongoing assumptions indicate, rather than from any benefits provided under this bill. For PERS 2/3 and
SERS 2/3, the costs arise primarily from the extra benefits provided under this bill.

Actuarial Determinations:

The bill will impact the actuarial funding of the system by increasing the present value of benefits payable
under the System and the required actuarial contribution rate as shown below:

(Dollars in Millions)

Actuarial Present Value of Projected

Benefits
(The Value of the Total Commitment to all Current
Members)

Unfunded Actuarial Accrued Liability
(The Portion of the Plan 1 Liability that is Amortized
at 2024)

Unfunded Liability (PBO)
(The Value of the Total Commitment to all
Current Members Attributable to Past Service)

Required Contribution Rate
(Employer)*

Public Employees’ Retirement System:

PERS 1
PERS 2/3
SERS 2/3

PERS 1

PERS 1
PERS 2/3
SERS 2/3

PERS
SERS

Current Increase Total
$12,244 $102 $ 12,346
12,428 65 12,493
1,610 13 1,623
$ 860 $117 $ 977
$ 301 $148 $ 449
(4,874) 128 (4,746)
(724) 22 (702)
2.05% .24% 2.29%
1.74% 24% 1.98%

*The increase includes .09% for the Plan 1 UAAL and .15% for employer normal cost in Plan 1 or Plan 2/3.
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Fiscal Budget Determinations:

As a result of the higher required contribution rate, the increase in funding expenditures is projected to be:

Effective September 1, 2003 PERS SERS
Increase in Contribution Rates:
Employee 0.00% 0.00%
Employer State 0.24% 0.24%

Costs (in Millions):

2003-2005
State:
General Fund $ 67 $28
Non-General Fund 10.7 0.0
Total State $ 17.4 $28
Local Government $ 155 $ 24
2005-2007
State:
General Fund $ 8.1 $ 36
Non-General Fund 13.2 0.0
Total State $ 213 $ 3.6
Local Government $ 19.0 $ 3.2
2003-2028
State:
General Fund $166.5 $795
Non-General Fund 272.3 0.0
Total State $438.8 $79.5
Local Government $389.7 $70.4

State Actuary’s Comments:

The actual cost of this bill will be based on the actual number of affected members who elect to participate
in the window. We have not included the impact of transfers from PERS 2 to PERS 3. The impact for the

purposes of this fiscal note, however, is negligible.

It is assumed that terminated-vested members are not eligible for this window.

O:\Fisnts 20032180 SHB.wpd



STATEMENT OF DATA AND ASSUMPTIONS USED IN PREPARING THIS FISCAL NOTE:

The costs presented in this fiscal note are based on our understanding of the bill as well as generally accepted
actuarial standards of practice including the following:

1. Costs were developed using the same membership data, methods, assets and assumptions as those used in
preparing the September 30, 2001 actuarial valuation report of the Public Employee’s Retirement System and
School Employee’s Retirement System.

2. As with the costs developed in the actuarial valuation, the emerging costs of the System will vary from those
presented in the valuation report or this fiscal note to the extent that actual experience differs from that projected
by the actuarial assumptions.

3. Additional assumptions used to evaluate the cost impact of the bill which were not used or disclosed in the
actuarial valuation report are described in the body of the fiscal note.

4. The analysis of this bill does not consider any other proposed changes to the system. The combined effect of
several changes to the system could exceed the sum of each proposed change considered individually.

5. This fiscal note is intended for use only during the 2003 Legislative Session.

6. The funding method used for Plan 1 utilizes the Plan 2/3 employer/state rate as the Normal Cost and amortizes
the remaining liability (UAAL) by the year 2024. Benefit increases to Plan 2/3 will change the UAAL in Plan 1.
The cost of benefit increases to Plan 1 increases the UAAL.

7. Plan 2/3 utilizes the Aggregate Funding Method. The cost of Plan 2/3 is spread over the average working lifetime
of the current active Plan 2/3 members.

GLOSSARY OF ACTUARIAL TERMS:

Actuarial Present Value: The value of an amount or series of amounts payable or receivable at various times,
determined as of a given date by the application of a particular set of Actuarial Assumptions (i.e. interest rate, rate of
salary increases, mortality, etc.)

Projected Benefits: Pension benefit amounts which are expected to be paid in the future taking into account such
items as the effect of advancement in age as well as past and anticipated future compensation and service credits.

Normal Cost: Computed differently under different funding methods, the normal cost generally represents the
portion of the cost of projected benefits allocated to the current plan year.

Unfunded Actuarial Accrued Liability (UAAL): The cost of Plan 1 is divided into two pieces:

«  The Normal Cost portion is paid over the working lifetime of the Plan 1 active members. The remaining cost is
called the UAAL.

«  The UAAL is paid for by employers as a percent of the salaries of all Plan 1, 2 and 3 members until the year
2024.

Pension Benefit Obligation (PBO): The portion of the Actuarial Present Value of future benefits attributable to
service credit that has been earned to date (past service).

Unfunded Liability (Unfunded PBO): The excess, if any, of the Pension Benefit Obligation over the Valuation
Assets. This is the portion of all benefits earned to date that are not covered by plan assets.
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SUBSTI TUTE HOUSE BI LL 2180

St ate of WAshi ngt on 58th Legislature 2003 Regul ar Sessi on

By House Committee on Appropriations (originally sponsored by
Representatives Ronmero, Hunt, Somers, Arnstrong, Conway, Kessler,
Kenney, Rockefeller and McDernott)

READ FI RST TI ME 03/ 10/ 03.

AN ACT Relating to early retirenent; reenacting and anmendi ng RCW
41.45.061; adding new sections to chapter 41.40 RCW and adding new
sections to chapter 41.35 RCW

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

NEW SECTION. Sec. 1. A new section is added to chapter 41.40 RCW
under the subchapter heading "plan 1" to read as foll ows:

(1) Any menber retiring between Septenber 1, 2003, and February 29,
2004, may irrevocably elect, at the tine of retirenent, to w thdraw al
or a part of his or her accunulated contributions, other than any
anount paid under RCW 41.50.165, and to receive, in lieu of the ful
retirement allowance provided by RCW 41.40.185, a reduction in the
standard two percent allowance, of the actuarially determ ned anount of
mont hly annuity which woul d have been purchased by the contri butions.

(2) No nenber electing the option provided in subsection (1) of
this section may wit hdraw an anmount of accumul ated contri buti ons which
woul d I ower his or her retirenent all owance bel ow t he m ni mum al | owance
provi ded by RCW 41.40. 1984 on the date the withdrawal is nade.

(3) The nonthly retirenent allowance of a nenber electing the
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option provided in subsection (1) of this section may be reduced even
further pursuant to the options provided in RCWA41. 40. 188.

(4) If a retiree under this section enters enploynent with an
enpl oyer, the retiree's nonthly retirenment all owance will be reduced by
five and one-half percent for every eight hours worked during that
nmonth up to a maxi num reducti on of one hundred percent.

NEW SECTION. Sec. 2. A new section is added to chapter 41.40 RCW
under the subchapter heading "plan 2" to read as foll ows:

(1) Any menber wth at least five service credit years who has
attained at I|east age sixty shall be eligible to retire between
Septenber 1, 2003, and February 29, 2004, and to receive a retirenent
al | onance conputed according to RCW 41.40.620, except that a nenber
retiring under this section shall have his or her retirenent allowance
reduced by three percent per year to reflect the difference in the
nunber of years between age at retirenent and the attainnent of age
si xty-five.

(2) The nonthly retirenent allowance of a nenber retiring under
this section may be reduced even further as provided in RCW41. 40. 660.

(3) If a retiree under this section enters enploynent with an
enployer, the retiree's nonthly retirenment all owance will be reduced by
five and one-half percent for every eight hours worked during that
month up to a maxi num reducti on of one hundred percent.

NEW SECTION. Sec. 3. A new section is added to chapter 41.40 RCW
under the subchapter heading "plan 3" to read as foll ows:

(1) Any menber wth at least five service credit years who has
attained at I|east age sixty shall be eligible to retire between
Septenber 1, 2003, and February 29, 2004, and to receive a retirenent
al | onance conputed according to RCW 41.40.790, except that a nenber
retiring under this section shall have his or her retirenent allowance
reduced by three percent per year to reflect the difference in the
nunber of years between age at retirenent and the attainnent of age
si xty-five.

(2) The nonthly retirenent allowance of a nenber retiring under
this section may be reduced even further as provided in RCW41. 40. 845.

(3) If a retiree under this section enters enploynent with an

SHB 2180 p. 2



w N

©O© 00 N o o b

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37

enpl oyer, the retiree's nmonthly retirenment all owance will be reduced by
five and one-half percent for every eight hours worked during that
month up to a maxi num reducti on of one hundred percent.

Sec. 4. RCW41.45.061 and 2001 2nd sp.s. ¢ 11 s 13, 2001 2nd sp.s.
c 11 s 12, and 2001 c 180 s 1 are each reenacted and anended to read as
fol | ows:

(1) The required contribution rate for mnenbers of the plan 2
teachers' retirenment system shall be fixed at the rates in effect on
July 1, 1996, subject to the foll ow ng:

(a) Beginning Septenber 1, 1997, except as provided in (b) of this
subsection, the enployee contribution rate shall not exceed the
enpl oyer plan 2 and 3 rates adopted under RCW41. 45. 060, 41.45.053, and
41.45.070 for the teachers' retirenent system

(b) I'n addition, the enployee contribution rate for plan 2 shall be
increased by fifty percent of the contribution rate increase caused by
any plan 2 benefit increase passed after July 1, 1996;

(c) In addition, the enployee contribution rate for plan 2 shal
not be increased as a result of any distributions pursuant to section
309, chapter 341, Laws of 1998 and RCW 41. 31A 020.

(2) The required contribution rate for nenbers of the school
enpl oyees' retirenment system plan 2 shall equal the school enployees'
retirement systemenpl oyer plan 2 and 3 contribution rate adopted under
RCW 41.45.060, 41.45.053, and 41.45.070, except as provided in
subsection (3) of this section.

(3) The nenber contribution rate for the school enployees
retirement system plan 2 shall be increased by fifty percent of the
contribution rate increase caused by any plan 2 benefit increase passed
after Septenber 1, 2000.

(4) The required contribution rate for nenbers of the public
enpl oyees' retirenent system plan 2 shall be set at the sane rate as
t he enpl oyer conbined plan 2 and plan 3 rate.

(5 The required contribution rate for nenbers of the |[|aw
enforcenment officers' and fire fighters' retirenment systemplan 2 shal
be set at fifty percent of the cost of the retirenent system

(6) The enployee contribution rates for plan 2 under subsections
(3) and (4) of this section shall not include any increase as a result
of any distributions pursuant to RCW41. 31A 020 and 41. 31A. 030.
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(7) The required plan 2 and 3 contribution rates for enployers
shall be adopted in the manner described in RCW 41.45. 060, 41.45.053,
and 41. 45. 070.

(8) The enployee contribution rate for nenbers of the public
enpl oyees' retirenent system plan 2 and school enployees' retirenent
system plan 2 shall not include any increase as a result of this act.

NEW SECTION. Sec. 5. A new section is added to chapter 41.40 RCW
to read as foll ows:

(1) The nonthly retirement allowance of a person retiring pursuant
to this act shall be tenporarily increased by ten dollars per nonth per
year of service. This increase shall remain in effect for the first
twenty-four nonths of the person's retirenent.

(2) Because of the tenporary nature of this section it shall not be
codi fi ed.

NEW SECTION. Sec. 6. A new section is added to chapter 41.35 RCW
under the subchapter heading "plans 2 and 3" to read as foll ows:

(1) Any menber wth at least five service credit years who has
attained at I|east age sixty shall be eligible to retire between
Septenber 1, 2003, and February 29, 2004, and to receive a retirenent
al | ownance conputed according to RCW41. 35.400 for plan 2 nenbers or RCW
41. 35. 620 for plan 3 nenbers, except that a nenber retiring under this
section shall have his or her retirenment allowance reduced by three
percent per year to reflect the difference in the nunmber of years
bet ween age at retirenent and the attai nnent of age sixty-five.

(2) The nonthly retirenment allowance of a nenber retiring under
this section may be reduced even further as provided in RCW41. 35. 220.

(3) If a retiree under this section enters enploynent with an
enpl oyer, the retiree's nonthly retirenment all owance will be reduced by
five and one-half percent for every eight hours worked during that
month up to a maxi num reducti on of one hundred percent.

NEW SECTION. Sec. 7. A new section is added to chapter 41.35 RCW
to read as foll ows:

(1) The nonthly retirement allowance of a person retiring pursuant
to this act shall be tenporarily increased by ten dollars per nonth per
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year

of service. This increase shall remain in effect for the first

twenty-four nonths of the person's retirenent.

(2) Because of the tenporary nature of this section it shall not be

codi fi ed.

~-- END ---
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Extended School Year - Post-retirement Employment

Background

The great majority of schools in Washington have a school year that runs from
September through June. A handful of schools and school districts have
extended school years that end in July — the next fiscal year. Because the school
year is defined as the fiscal year in TRS 1, legislation was enacted in 2002
allowing TRS 1 members to use compensation from two extended school years in
calculating their retirement benefit. If a TRS 1 retiree returns to work in an
extended school year school, they may, by accepting subsequent employment at
a school that uses a regular schedule, work beyond the 1,500 hour limit and
have their retirement benefit suspended. Their benefit would be resumed when
they separated at the end of the contract or school year.

Committee Activity

Presentation:
November 18, 2003 - Full Committee Meeting

Recommendation to Legislature

None

Staff Contact

Robert Wm. Baker — 586-9237 — baker_bo@leg.wa.gov



Select Committee on Pension Policy

Extended School Year
Post-Retirement Employment

(November 10, 2003)

Issue

Staff

Members Impacted

Current Situation

History

Policy

A TRS 1 retiree returning to work in a district
that uses an extended school year schedule
might have their benefit suspended if they
subsequently work for a school district that uses
a regular school year schedule.

Robert Wm. Baker (360) 586-9237

There were an estimated 98 TRS 1 members
working in extended school year schools who
may be impacted by this issue.

TRS 1 retirees may return to work for up to
1,500 hours per school year before their benefits
are suspended.

There are currently two school districts and 11
schools in other districts that use extended
school year schedules. Enrollment in these
schools is an estimated 8,000 students.

Chapter 31, Laws of 2003, amended the TRS
provisions so as to allow the use of extended
school year dates in determining a members
average final compensation.

There is no current policy regarding post-retirement employment in extended-

year schools.

November 18, 2003

1003 Interim Issues Page {f
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Select ommittee on Pension Policy

Illustration

The following figure illustrates how a TRS 1 member could work more than 183
days in a “school year” in a select post-retirement situation. Because the
extended school year member would work in July, their contract extends into
the subsequent “fiscal year/school year.” In the extended school year school,
the member would actually work 175 days in the school year, and in the
subsequent regular school the member would work 185 days.

Days per Month by Regular and Extended School Year

Fiscal Year / School Year 1 Fiscal Year / School Year 2

JIA|S|OIN|D|J|FIM|AIM|[J|J|A|S|O|IN|D|J|FIM|A|M|J

Extended School Year Regular School Year

Days |16(17(16|15|19(15]|22|17(17]|21| 5 20123 |17(15|19|15|23(17]20|11

This could, depending on the actual number of days worked in July and the
number of hours in the school year, result in such a member working over
1,500 hours in the subsequent school year as shown in the following
illustration. Members who work beyond 1,500 hours per school year in a post-
retirement situation will have their retirement benefit suspended. Their benefit
would resume the month following their separation from employment.

Hours Analysis Based on 5 Working Days in July
and a 183-Day Contract

Hours per Hours per Hours in Hours in
day year July Year 2
8.0 1,464 40 1,504

Stakeholder Input

See attachment

November 18, 2003 1003 Inteim Isues Page 20f 1
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Select Committee for Pension Policy
Subject: Extended School Year and Rehirement
Dear Members,

During the 2002 JCPP session it was suggested that by defining “school year” in RCW
41.32.010 the 1500 hour rehire criteria contained in RCW 41.32.570 would be clarified. As a
2003 SCPP agenda item, a refined proposal was submitted to the committee in a letter dated,
September 16, 2003. This request included a policy issue dealing with the required waiting period
for rehired extended year retirees. he Droposai aiso suaues‘ted insertinq a direct reference fo

JRT

RCW 28A.150.040 {the controliing
of RCW 41.32.570 as the mea uy the 1500 houi pruvnarun This was done {o be in
keeping with how school year is currently defined within RCW 41.32.013. The proposal
concerning the waiting pericd should remain a distinct item of consideration, even if it has to be
deferred along with other policy matters until the 2004 Interim Session. In this light, it is requested

that the rnmurad \,Ammnn nprlnd issue he included as a specific proposed nnhm/ matter in the

LR AT B E- R d S L N IRl 83 88 S P

forthcommg SCPP Rehrre Report.

Cw
o o
e:

The 1500 hour issue is actually a stand-alone matter that only requires statutory
clarification to indicate in which period of time are the hours to be accumulate. To focus on a
specific question, the following consideration is posed. What is meant by the reference to “1500
hours per school year”; is it intended tc be the DRS fiscal year or the district’s school year?
Comments for further consideration of this issue, along with the waiting period issue, are
summarized below.

There is a one calendar month waiting period currently required before an active TRS 1
teacher can rehire as a retiree. This requirement does not present a problem for teachers who
retire out of a regular calendar (Sep-Jun) school. These teachers are allowed to participate in the
August hiring process and be hired without penalty because July is the waiting period. However,
teachers who work in extended calendar schools normally do not complete their contract
employment until sometime in July. Their required waiting period must be August. These
teachers can not participate in the hiring process that would allow for a full year of employment as
a rehiree unless they accept the waiting period penalty. This proposal would allow the extended
year retirees to have the same statutory access for rehire as the regular year retirees by being
exempted from the required one month waiting period. The waiting period would be waved only if
the retiree completed the entire employment contract which required the final year of active
service to be extended into July. Even though it applies to a relative small portion of the TRS 1
membership, this issue is a fairness and equality matter that merits corrective action,

A TRS 1 teacher (active or retired) who works during July, as a full-time teacher or
short-term replacement in an extended year school, can have their June retirement benefit
suspended if they subsequently rehire to work the following full school year in a regular year
school. This is an unintended consequence that occurs because DRS currently uses its fiscal
year period (Jul-Jun) to administer the 1500 hour limitation. This requires the total hours of
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one full school ye - to be con Wil NS NOUNS TTomM an exira montn {(Jsuly) rom the
previous school year to determine if the 1500 hours have been exceeded (See the Hours Analysis
table below). Are the 1500 hours intended to accumulate durin g the actual empgoxfee!empgc\;er

school year; or must the accumulation period be in concert with the DRS fiscal year? DRS
currently administers this provision via WAC 415-112-541, which interprets the intent to be based
on the DRS’s fiscal year. Clarification of the statutory intent is being sought because school year
is not currently defined in RCW 41.32.010. The proposal suggests that the limitation is intended
to be based on the district's school year. The proposed solution requests that a direct reference
to RCW 28A.150.040 be inserted into the current language of RCW 41.32.570. This would mirror
how school year is statutorily defined in RCW 41.32.013; and would require only a simple
clarifying revision to the rehire statute. The revision language could be “...1500 hours in a school

year, as defined in RCW 28A.150.040". This is not a policy matter, it is a clarification matter; and
it is requested that recommended action be approved by the SCPP this year.

[ndiadhAA I ]

The graphic presented beiow refiects the reiationship of the applicable time periods that
apply to this situation, and depicts time lines over a two year period.

?

Districts & TRS 2/3 School Year Districts & TRS 2/3 School Year j

i
182+ Day Extended Calendar l 182+ Day Regular Calendar

lMonths J.JASSONDJFMAMJIJASONDIFMAMUJIJIA.S Monthsfj

ii TRS 1 School Year ' * *  TRS 1 School Year ‘

oo i i

Note * lndlcates the penod of tlme (Jul & perhaps Aug) that is in question

The table below reflects the actual circumstance that would apply if the full year of
employment where to occur in a school districts that has an extended year program. 1t should
be noted that it is based on actual data that would apply to the current 2003-2004 school year.

Hours Analysis Based on 15 Work Days* in July 2003
and For 182* Work Days & 186™* Work Days in the 2003 - 2004 School Year

Hours per Day WA State™ Hours per Year District*™ Hours per Year July* Hours TRS 1 School Year Hours

8.0 1456 1488 120.0 1576 & 1608
*7.5 1365 1395 112.5 1477.5 & 1507.5
7.0 1274 1202 105.0 1370 & 1407

Notes: * Most districts’ require a 7.5 hour work day, and FWSD (a typical district) required 15 work days in July ‘03
™ WA St requires 182 days & districts can specify additional days; FWSD will have 186 paid days in ‘03-'04

The statutory 1500 hour limit is exceeded, as indicated above, only if the DRS school year is
utiized. It requires the July hours from one district school year to be combined with the total
hours of the following district school year. The 1500 hour limitation accommodates all of the
district's work days with some slack hours left over. However, the 1500 hours limit should not be
expected to accommodate the additional July work days. The 1500 hour limit should be based
on the district school year; not the DRS fiscal year, as currently required by the WAC rule.
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matters will enable these teachers to have access to the same sratutory prowsnons tnat are
intended for the majority of the TRS 1 members, the regular school year teachers.

Please except this letter as written testimony since it is intended to reduce the verbal
commentary during the time allowed for public input. | will be availabie to respond to any
questions during the scheduled November 18 SCPP meeting. Thank you for the time reviewing

this input and any discussion that may ensue.

Respectfully,
7\ -~ N / \ DN
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EOFF 1 Survivor Benefits

Background

The surviving spouse of a LEOFF 1 retiree is eligible to receive a benefit equal to
the retiree's monthly retirement allowance. A spouse must have been married to
a LEOFF 1 member for one year prior to retirement or separation from service in
order to qualify as a surviving spouse. The benefit includes a yearly
cost-of-living-adjustment for the full amount of any increase in the
Seattle-Tacoma-Bremerton CPI-W.

Members who choose to designate a spouse from a post-retirement marriage as a
beneficiary accept an actuarial reduction of their benefit.

Members propose allowing a spouse from a post-retirement marriage to receive
an unreduced benefit if the spouse was married to the member at least 5 years
before the member's death and the allowance is deferred until the surviving
spouse is age 55.

Committee Activity

Presentation:
December 16, 2003 - Full Committee Meeting

Recommendation to Legislature

None

Staff Contact

Robert Wm. Baker — 586-9237 — baker_bo@leg.wa.gov



Select Committee on Pension Policy

LEOFF 1 Survivor Benefits

(December 10, 2003)

Issue

Staff

Members Impacted

Current Situation

History

The retirement benefit of a LEOFF 1 member
who designates a spouse from a post-retirement
marriage is actuarially reduced. Members
propose allowing a spouse from a post-
retirement marriage to receive an unreduced
benefit if the spouse was married to the member
at least 5 years before the member’s death and
the allowance is deferred until the surviving
spouse is age 55.

Robert Wm. Baker (360) 586-9237

Any of the 1,147 active, 22 terminated vested, or
7,987 retired members of this system who might
marry or re-marry after their separation from
service could be affected by this proposal.

The surviving spouse of a LEOFF 1 retiree is
eligible to receive a benefit equal to the retiree’s
monthly retirement allowance. A spouse must
have been married to a LEOFF 1 member for one
year prior to retirement, or separation from
service, in order to qualify as a surviving spouse.
The benefit includes a yearly cost-of-living-
adjustment for the full amount of any increase
in the Seattle-Tacoma-Bremerton CPI-W.

Members who choose to designate a spouse from
a post-retirement marriage as a beneficiary
accept an actuarial reduction of their benefit.

HB 1715 and SB 5788 were introduced in the
2003 legislative session. These bills would have
granted an unreduced benefit deferred to age 55
to a post-retirement spouse who had been
married to the member at least 5 years before
the member’s death. Neither bill received a
hearing.

December 16, 2003
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Select ommittee on Pension Policy

Policy Analysis

Until recently, spouses of Washington state retirement system members were
only able to share in a member’s retirement benefit if they were married during
the member’s career. Law changes in 2001 and 2002 allowed members to

designate spouses from post-retirement marriages only if such a designation
were of no cost to the plans, i.e. the benefit was actuarially reduced.

Administrative Impact (DRS)

Input requested.

Executive Committee Recommendation

Forward the issue to the full committee for their consideration.

Bill Draft

See attachment.

Fiscal Note (Draft)

See attachment.

December 16,100 103 Interm s P lof]
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FISCAL NOTE - DRAFT

REQUEST NO.
RESPONDING AGENCY: CODE: DATE: BILL NUMBER:
Office of the State Actuary 035 12/10/03  Z-0889.1/04

SUMMARY OF BILL:

This bill impacts the Law Enforcement Officers’ and Fire Fighters’ Retirement System Plan 1 (LEOFF 1) by
providing survivor benefits to spouses of post-retirement marriages. To be eligible, spouses must have
been married to the LEOFF 1 member for at least 5 years prior to the member’s death and the survivor
benefit is deferred to age 55.

Effective Date: 90 days after session.

CURRENT SITUATION:

Currently, the surviving spouse of a LEOFF 1 retiree is eligible to receive a survivor benefit which is equal
to the retiree’s monthly retirement allowance. The survivor benefit includes a yearly cost-of-living-
adjustment for the full amount of any increase in the Seattle-Tacoma-Bremerton Consumer Price Index for
Wage Earners and Clerical Workers (CPI-W).

A spouse must have been married to a LEOFF 1 member for one year prior to retirement, or separation
from service, in order to qualify as a surviving spouse and receive the unreduced benefit. A member who
had not been married prior to retirement may designate a spouse from a post-retirement marriage and
accept an actuarially reduced benefit.

MEMBERS IMPACTED:

Any of the 1,147 active, 22 terminated vested, or 7,987 retired members of this system who might marry or
re-marry after their separation from service could be affected by this bill.

The eligible spouse of a retired member receives the same benefit as the retired member. The eligible
spouse of a deferred vested member receives the same benefit as the member would have received at age
50.

The average retirement benefit is currently $ 2,730 a month.

ASSUMPTIONS:

Currently, 60% of members die with an eligible spouse. For purposes of this bill, we have assumed an
additional 20% (or half of the remainder) would die with an eligible spouse due to the expanded eligibility for
survivor benefits under this bill. A recent survey of 10% of the retired member and beneficiary population of
fire fighters from LEOFF 1 indicated that 11% have married since retirement.

1 O:\Fiscal Notes\Fisnts 2004\Z-0889.1.04.wpd



FISCAL IMPACT:
Actuarial Determinations:

The bill will impact the actuarial funding of the system by increasing the present value of benefits payable
under the System and the required actuarial contribution rate as shown below:

Law Enforcement Officers’ and Fire Fighters’ Retirement System

(Dollars in Millions) Current  Increase Total

Actuarial Present Value of Projected Benefits $4,338 $243 $4,581
(The Value of the Total Commitment to all Current Members)

Unfunded Actuarial Accrued Liability $(757) $ 243 $(514)
(The Portion of the Plan 1 Liability that is Amortized at 2024)

Unfunded Liability (PBO) $(830) $ 240 $(590)

(The Value of the Total Commitment to all Current Members
Attributable to Past Service)

Required Contribution Rate (state) (5.04)% 1.38% (3.66)%

2 O:\Fiscal Notes\Fisnts 2004\Z-0889.1.04.wpd



Fiscal Budget Determinations:

While there is no impact while the plan remains fully funded, below we show the change in the projected
contributions starting when the plan is no longer expected to be fully funded (based on a 13.6% rate of
investment return through August 31, 2003 and assuming an annual return on the Market Value of assets of
8% thereafter).

Costs (in Millions):

2004-2005
State:
General Fund $0.0
Non-General Fund _ 0.0
Total State $0.0
Local Government $0.0
Total Employer $0.0
Total Employee $0.0
2005-2007
State:
General Fund $0.0
Non-General Fund 0.0
Total State $0.0
Local Government $0.0
Total Employer $0.0
Total Employee $0.0
2004-2029
State:
General Fund $769.0
Non-General Fund _ 0.0
Total State $769.0
Local Government $4.3
Total Employer $773.3
Total Employee $4.3

State Actuary’s Comments:

Predicting when a plan might come out of full funding is rather difficult. The effect of the proposed plan
change is more predictable, once the plan is no longer fully funded. The above costs are based on one
projection of costs which shows the plan to emerge from a fully funded status during the 2004-2029
timeframe. More specifically, the projection shows that contributions will resume at the start of 2011-2113
biennium (before this proposed plan change) and will resume at the start of the 2007-2009 biennium after this
proposed plan change (if adopted).

We have estimated the actual rate of investment return for the period 10/1/2002 through 8/31/2003 at 13.6%.

The return on assets usually has the most significant impact on the plan’s funded status from one year to the
next.
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STATEMENT OF DATA AND ASSUMPTIONS USED IN PREPARING THIS FISCAL NOTE:

The costs presented in this fiscal note are based on our understanding of the bill as well as generally accepted
actuarial standards of practice including the following:

1. Costs were developed using the same membership data, methods, assets and assumptions as those used in
preparing the September 30, 2002 actuarial valuation report of the Law Enforcement Officers’ and Fire Fighters’
Retirement System.

2. As with the costs developed in the actuarial valuation, the emerging costs of the System will vary from those
presented in the valuation report or this fiscal note to the extent that actual experience differs from that projected
by the actuarial assumptions.

3. Additional assumptions used to evaluate the cost impact of the bill which were not used or disclosed in the
actuarial valuation report or in the body of this fiscal note include the following: None.

4. The analysis of this bill does not consider any other proposed changes to the system. The combined effect of
several changes to the system could exceed the sum of each proposed change considered individually.

5. This fiscal note is intended for use only during the 2004 Legislative Session.

6. The funding method used for Plan 1 utilizes the Plan 2/3 employer/state rate as the Normal Cost and amortizes
the remaining liability (UAAL) by the year 2024. Benefit increases to Plan 2/3 will change the UAAL in Plan 1.
The cost of benefit increases to Plan 1 increases the UAAL.

7. Plan 2/3 utilizes the Aggregate Funding Method. The cost of Plan 2/3 is spread over the average working lifetime
of the current active Plan 2/3 members.

GLOSSARY OF ACTUARIAL TERMS:

Actuarial Present Value: The value of an amount or series of amounts payable or receivable at various times,
determined as of a given date by the application of a particular set of Actuarial Assumptions (i.e. interest rate, rate of
salary increases, mortality, etc.)

Projected Benefits: Pension benefit amounts which are expected to be paid in the future taking into account such
items as the effect of advancement in age as well as past and anticipated future compensation and service credits.

Normal Cost: Computed differently under different funding methods, the normal cost generally represents the
portion of the cost of projected benefits allocated to the current plan year.

Unfunded Actuarial Accrued Liability (UAAL): The cost of Plan 1 is divided into two pieces:

«  The Normal Cost portion is paid over the working lifetime of the Plan 1 active members. The remaining cost is
called the UAAL.

«  The UAAL is paid for by employers as a percent of the salaries of all plan 1, 2 and 3 members until the year
2024.

Pension Benefit Obligation (PBO): The portion of the Actuarial Present Value of future benefits attributable to
service credit that has been earned to date (past service).

Unfunded Liability (Unfunded PBO): The excess, if any, of the Pension Benefit Obligation over the Valuation
Assets. This is the portion of all benefits earned to date that are not covered by plan assets.

4 O:\Fiscal Notes\Fisnts 2004\Z-0889.1.04.wpd
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AN ACT Relating to extending death benefits to certain surviving
spouses wunder the law enforcenment officers' and fire fighters
retirement system and anmendi ng RCW41.26. 160 and 41. 26. 161.

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

Sec. 1. RCWA41.26.160 and 2002 ¢ 158 s 1 are each anended to read
as follows:

(1) In the event of the duty connected death of any nenber who is
in active service, or who has vested under the provisions of RCW
41.26.090 with twenty or nore service credit years of service, or who
is on duty connected disability leave or retired for duty connected
di sability, the surviving spouse shall becone entitled, subject to RCW
41. 26.162(2), to receive a nonthly allowance equal to fifty percent of
the final average salary at the date of death if active, or the anmount
of retirenent allowance the vested nenber would have received at age
fifty, or the amount of the retirenent allowance such retired nenber
was receiving at the tinme of death if retired for duty connected
di sability. The amount of this allowance will be increased five
percent of final average salary for each child as defined in RCW
41.26.030(7), subject to a maxi mum conbi ned al |l owance of sixty percent

Code Rev/LL:rmh 1 Z-0889. 1/ 04
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of final average salary: PROVIDED, That if the child or children is or
are in the care of a legal guardian, paynent of the increase
attributable to each child will be nade to the child's | egal guardian
or, in the absence of a legal guardian and if the nenber has created a
trust for the benefit of the child or children, paynent of the increase
attributable to each child will be made to the trust.

(2)(a) Subject to (b) of this subsection, if at the tinme of the
duty connected death of a vested nenber with twenty or nore service
credit years of service as provided in subsection (1) of this section
or a nmenber retired for duty connected disability, the surviving spouse
has not been lawfully married to such nenber for one year prior to
retirenment or separation fromservice if a vested nenber, the surviving
spouse shall not be eligible to receive the benefits under this
section((+—PROADED—That)) .

(b)(i) If the surviving spouse has been lawfully married to a
nenber under (a) of this subsection for five years prior to the
nenber's death, the surviving spouse, when at least age fifty-five, is
eligible to receive the benefits under this section.

(i1) If a nenber dies as a result of a disability incurred in the
line of duty, then if he or she was married at the tine he or she was
di sabled, the surviving spouse shall be eligible to receive the
benefits under this section.

(3) If there be no surviving spouse eligible to receive benefits at
the time of such nenber's duty connected death, then the child or
children of such nenber shall receive a nonthly allowance equal to
thirty percent of final average salary for one child and an additi onal
ten percent for each additional child subject to a maxi rum conbi ned
paynment, under this subsection, of sixty percent of final average
salary. Wen there cease to be any eligible children as defined in RCW
41. 26.030(7), there shall be paid to the |l egal heirs of the nenber the
excess, if any, of accunulated contributions of the nenber at the tine
of death over all paynents nade to survivors on his or her behal f under

this chapter: PROVI DED, That paynents wunder this subsection to
children shall be prorated equally anong the children, if nore than
one. If the nmenber has created a trust for the benefit of the child or

children, the paynent shall be made to the trust.
(4) In the event that there is no surviving spouse eligible to

Code Rev/LL:rmh 2 Z-0889. 1/ 04
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receive benefits under this section, and that there be no child or
children eligible to receive benefits under this section, then the
accunul ated contributions shall be paid to the estate of the nenber.

(5 If a surviving spouse receiving benefits under this section
remarries after June 13, 2002, the surviving spouse shall continue to
receive the benefits under this section.

(6) If a surviving spouse receiving benefits under the provisions
of this section thereafter dies and there are children as defined in
RCW 41. 26.030(7), paynent to the spouse shall cease and the child or
children shall receive the benefits as provided in subsection (3) of
this section.

(7) The payment provided by this section shall becone due the day
following the date of death and paynents shall be retroactive to that
dat e.

Sec. 2. RCW41.26.161 and 2002 ¢ 158 s 2 are each anended to read
as follows:

(1) In the event of the nonduty connected death of any nenber who
is in active service, or who has vested under the provisions of RCW
41.26.090 with twenty or nore service credit years of service, or who
is on disability leave or retired, whether for nonduty connected
disability or service, the surviving spouse shall becone entitled,
subject to RCW 41.26.162(2), to receive a nonthly allowance equal to
fifty percent of the final average salary at the date of death if
active, or the amount of retirenment allowance the vested nenber would
have received at age fifty, or the amount of the retirenment all owance
such retired nmenber was receiving at the tinme of death if retired for
service or nonduty connected disability. The anount of this allowance
w il be increased five percent of final average salary for each child
as defined in RCW41. 26.030(7), subject to a maxi mum conbi ned al | owance
of sixty percent of final average salary: PROVIDED, That if the child
or children is or are in the care of a | egal guardi an, paynent of the
increase attributable to each child will be made to the child' s | ega
guardian or, in the absence of a legal guardian and if the nenber has
created a trust for the benefit of the child or children, paynent of
the increase attributable to each child will be made to the trust.

(2) If at the tinme of the death of a vested nenber with twenty or
nmore service credit years of service as provided in subsection (1) of

Code Rev/LL:rmh 3 Z-0889. 1/ 04
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this section or a nenber retired for service or disability, the
surviving spouse has not been lawfully married to such nenber for one
year prior to retirenent or separation fromservice if a vested nenber

the surviving spouse shall not be eligible to receive the benefits
under this section. However, if the surviving spouse has been lawfully

married to such nenber for five years prior to the nenber's death, the

surviving spouse, when at |l east age fifty-five, is eligible to receive

the benefits under this section.

(3) If there be no surviving spouse eligible to receive benefits at
the time of such nenber's death, then the child or children of such
menber shall receive a nonthly allowance equal to thirty percent of
final average salary for one child and an additional ten percent for
each additional child subject to a nmaxi nrum conbi ned paynent, under this
subsection, of sixty percent of final average salary. Wen there cease
to be any eligible children as defined in RCWA41. 26.030(7), there shal
be paid to the legal heirs of the nenber the excess, if any, of
accunul ated contributions of the nenber at the tinme of death over al
paynments nade to survivors on his or her behalf under this chapter
PROVI DED, That paynents under this subsection to children shall be
prorated equally anong the children, if nore than one. |If the nenber
has created a trust for the benefit of the child or children, the
paynent shall be nmade to the trust.

(4) In the event that there is no surviving spouse eligible to
receive benefits under this section, and that there be no child or
children eligible to receive benefits under this section, then the
accunul ated contributions shall be paid to the estate of said nenber.

(5) If a surviving spouse receiving benefits under this section
remarries after June 13, 2002, the surviving spouse shall continue to
receive the benefits under this section.

(6) If a surviving spouse receiving benefits under the provisions
of this section thereafter dies and there are children as defined in
RCW 41. 26.030(7), paynent to the spouse shall cease and the child or
children shall receive the benefits as provided in subsection (3) of
this section.

(7) The paynment provided by this section shall becone due the day
following the date of death and paynents shall be retroactive to that

Code Rev/LL:rmh 4 Z-0889. 1/ 04
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Mandatory Retirement Age for State Patrol

Background

Since the inception of the Washington State Patrol Retirement System (WSPRS)
members have been required to retire at age 60, except the Chief, who may serve
until age 65.

Committee Activity

Presentation:
November 18, 2003 — Full Committee Meeting
December 16, 2003 — Executive Committee Meeting

Recommendation to Legislature

On December 16, 2003, the Chair and Vice-Chair of the Select Committee on
Pension Policy (SCPP) sent a letter to Rep. Ed Murray requesting that the
Legislative Transportation Committee (LTC) consider the proposal of the
Washington State Troopers Association to increase the mandatory retirement age
for members of the Washington State Patrol Retirement System from 60 to 65.
Specifically, the letter requests that the LTC consider the implications of the
proposal for the safety of transportation in the State of Washington. Further, the
letter requests that the LTC incorporate a study of this matter into its 2004
interim work plan.

Staff Contact
Laura Harper — 360-586-7616 — harper_la@leg.wa.gov



Select Committee on Pension Policy

Mandatory Retirement Age

in State Patrol

(December 10, 2003)

Issue

Staff

Members Impacted

Current Situation

History

Policy Analysis

Increase the mandatory retirement age in the
Washington State Patrol Retirement System
(WSPRS) from 60 to 65.

Laura Harper, (360) 586-7616

Any of the 1,035 active members of the WSPRS
could be impacted by such a change, as these
members would be given the choice to work
beyond age 60. Since 1997, however, the
median retirement age for this plan has been 52.
Five members have retired at age 60 since 1997.
Currently there are eleven active members who
are projected to be age 58 or greater by June 30,
2004.

All members of the Washington State Patrol
Retirement System are required to retire at age
60, except the Chief, who may serve until age
65.

This proposal comes from the Washington State
Patrol Troopers Association. The same proposal
was introduced in the 2003 session as HB 1323.
The bill did not move out of committee.

The Washington State Patrol Retirement System is the only open state-
administered system in Washington with a mandatory retirement age. The
only other plans administered by the State that have mandatory retirement are
the Judges and Judicial plans. The Judges plan closed to new members in
1971 and the Judicial plan closed to new members in 1988. In both plans

December 16, 2003
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mandatory retirement is constitutionally required at age 75. The other public
safety-related plans in Washington are the Law Enforcement Officers’ and
Firefighters’ (LEOFF) plans. Neither LEOFF 1 or LEOFF 2 have mandatory
retirement ages.

A number of state retirement systems for highway patrol members have
included a mandatory retirement age in their plan provisions: in New Jersey
and Ohio the mandatory retirement age is 55; in California, Minnesota,
Missouri, and Nebraska it is age 60; and in Wyoming it is age 65. Some states
have repealed the mandatory retirement age for highway patrol members.
Those states include South Carolina and Utah, with former mandatory
retirement ages of 62, and Massachusetts with a former mandatory retirement
age of 55.

Stakeholder Input

See Attachment from the Washington State Patrol Troopers Association dated
September 16, 2003 and attachment from the Washington State Patrol dated
December 9, 2003.

Options

Only one option is proposed: to increase the mandatory retirement age for
members of the WSPRS from 60 to 65.

Administrative Impact (DRS)

Input requested.

Executive Committee Recommendation

On November 18, 2003, this matter was recommended for consideration by the
Executive Committee of the Select Committee on Pension Policy.

Decenbe 6, 100 1003 Interm sue Page 1003
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Bill Draft

See attachment.

Fiscal Note (Draft)

See attachment.

December 16, 2003
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TE PATROL TROOPERS ASSOCIATION

, OLYMPIA, WASHINGTON 98501 (360) 704-7530 FAX (360) 704-7527

September 16, 2003

The Honorable Chair & Members
Select Committee on Pension Policy
2420 Bristol Court SW, Suite 101
Olympia, WA 98504

Dear Members,

On behalf of the active and retired members of the Washington State Patrol Troopers Association the follow are
issues relating to the Washington State Patrol Retirement Systems Plan 1 and Plan 2 that we would like addressed
by the Select Committee for 2004 Legislative consideration.

1. During the 2003 Legislative Session HB 1323, an act relating to the mandatory retirement age of WSPRS Plan
1 and Plan 2, was introduced and presented to the House Appropriations Committee. The bill extends the
current mandatory retirement from age 60 to age 65. Both WSPRS. 1 & 2 are service-based systems allowing
for a retirement benefit after 25 years-of service. The age 60 mandatory limit was established when Plan 1 had
an age 30-entry limit. That limit was removed many years ago and as a result officers have been hired at ages
over 30 and in some cases over 40, not allowing the member to serve 25 years before mandatory retirement.
We feel the time has come to extend the mandatory limit to age 65.

2. The 2003 Legislature passed HB 1519, an act relating to death benefits for members of TRS, School
Employees’ Retirement System, and PERS. The new law provides for a survivor benefit paid to a survivor of a
member killed in the “course of employment that is subject to an early retirement actuarial reduction, We
propose that this same benefit be applied to members of WSPRS Plan 2. Currently the Death in Service
Survivor Benefit for State Patrol Officers in Plan 2 with less than 10 years service the beneficiary receives only
accumulated contributions to the system. The beneficiaries of officers killed in the line of duty should be
provided with a benefit that is not actuarially reduced or a lump sum of contributions, but a monthly benefit as
provided in HB 1519 or identical to that provided to WSPRS Plan 1 members.

Your attention to these issues will be greatly appreciated.

Robert C. Thurston
President

CC: Rick Jensen, Governmental Affairs
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Select Committee on Pension Policy

P.0. Box 40914
Olympia, WA 98504-0914
actuary_st@leg.wa.gov

December 3, 2003

Mr. Ronal Serpas, Chief
Washington State Patrol

P.O. Box 42601

Olympia, Washington 98504-2601

RE: PROPOSAL TO CHANGE MANDATORY RETIREMENT AGE
Dear Chief Serpas:

We are writing you on behalf of the Select Committee on Pension Policy (SCPP) to
solicit your input for our Executive Committee meeting scheduled for December 16,
2003. The issue before us is whether to increase the mandatory retirement age in the
Washington State Patrol Retirement System from 60 to 65. This issue was brought to the
Committee by the Washington State Patrol Troopers Association, and was introduced in
the 2003 session as HB 1323. This proposal has been renewed during the 2003 interim
and the Select Committee on Pension Policy heard it again on November 18, 2003. At
that time, the Executive Committee for the SCPP deferred action on the measure until its
December meeting.

One of the reasons for deferring this matter was to provide an opportunity for your office
to give more definitive input on the proposal. We were advised at our last meeting that
you are “neutral” on this issue. We would very much appreciate hearing your analysis
and recommendations on behalf of the Washington State Patrol, and are requesting that
you provide us with a written response by no later than December 9, 2003. Please
provide a copy to the Office of the State Actuary (OSA) so that your response can be
included in the materials that are compiled by that office for our committee meetings.

We would also appreciate your attendance at our Executive Committee meeting on
December 16, 2003. Please contact Sandra Granger in the OSA in order to get more
specific information as to the timing of this agenda item. Thank you for the important job
you are doing for the State of Washington, and we look forward to hearing from you.

Sincerely,

Representative Steve Conway, Chair
Select Committee on Pension Policy

Senator Shirley Winsley, Vice-Chair
Select Committee on Pension Policy
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STATE OF WASHINGTON
WASHINGTON STATE PATROL

General Administration Building, PO Box 42600 ¢ Olympia, Washington 98504-2600 * (360) 753-6540
December 9, 2003

Representative Steve Conway, Chair
Select Committee on Pension Policy
PO Box 40914

Olympia WA 98504-0914

Thank you for your December 3 letter regarding the proposal by the Washington State Patrol Troopers Association to
change the mandatory retirement age from 60 to 65. As you know, my staff testified at the November hearing that we

are neutral but have concerns on this issue.

Our concerns have to do with the fact that we don’t see a compelling, public safety reason to change the current
retirement age. As you may know, Washington State Patrol Retirement System (WSPRS) employees become “vested”
for a retirement benefit after five years of service, and can collect that full benefit at age 60. After 25 years of service,
WSPRS employees can retire with full benefits, irrespective of age, the 25 year mark tends to be the point at which
many employees will end their career. Of our current commissioned staff, almost 92% will reach 25 years of service
before age 60, less than 2% will reach 25 years of service at age 60, and less than 7% would retire at age 60 with less

than 25 years of service, as follows:

Emplovees Percent
Eligible to retire with 25 yrs of service prior to 60 YOA 088 91.8%
Retire with 25 yrs of service at 60 YOA 17 1.6%
Retire with less than 25 yrs of service at 60 YOA . 71 6.6%
Totals 1,076 100.0%

Although it is noted that individuals can work past 25 years of service in the WSPRS and earn additional retirement
credit, our experience for the past six years has indicated that, on average, one person per year has worked to age 60
then retired. Our average age at retirement in WSPRS is 52.2 years of age and our median age at retirement is 52.3

years of age.

Based on this analysis, it seems that this bill would only. benefit one person per year, if they so choose to continue to
work after being retirement-eligible. Consequently, I recommend that this proposed bill not move forward as there is

nod istrable benefit to public safety.

. , ) .
| FRONALV&Z ERPAS

RWS:cf
cc: Senator Shirley Winsley
Mr. Matthew M. Smith, Office of the State Actuary\/r
Mr. Robert C. Thurston, President, WSPTA
Captain Glenn M. Cramer, Government and Media Relations
Mr. Robert L. Maki, Budget and Fiscal Services
Ms. Diane C. Perry, Management Services Bureau
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Select Committee on Pension Policy

P.0. Box 40914
Olympia, WA 98504-0914
actuary_st@leg.wa.gov

December 16, 2003

Representative Ed Murray, Chair
Legislative Transportation Committee
P.O. Box 40600

Olympia, WA 98504-0600

RE: MANDATORY RETIREMENT AGE FOR WASHINGTON STATE
PATROL

Dear Representative Murray:

On behalf of the Select Committee on Pension Policy (SCPP), we request that the
Legislative Transportation Committee consider the following proposal during the
next interim and report back to the SCPP with a recommendation. The proposal is
to increase the mandatory retirement age in the Washington State Patrol
Retirement System from 60 to 65. This issue was brought to the Committee by the
Washington State Troopers Association, and was introduced in the 2003 session
as HB 1323. The proposal was renewed during the 2003 interim and the SCPP
heard it again on November 18, 2003. At that time, the Executive Committee
deferred action on the measure until its December meeting.

At today’s meeting the SCPP determined that the issue of whether to increase the
mandatory retirement age for members of the Washington State Patrol is not just a
public pension issue; rather, it is an issue with implications for the safety of
transportation in the State of Washington. Therefore, we think it would be
appropriate for your committee to incorporate a study of this issue into your work
plan for the 2004 interim.

The Office of the State Actuary can provide you with background materials that
are pertinent to this issue. We appreciate your consideration of this matter, and
look forward to hearing from you.

Sincerely,

Representative Steve Conway, Chair Senator Shirley Winsley, Vice-Chair
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FISCAL NOTE - DRAFT

REQUEST NO.

RESPONDING AGENCY: CODE: DATE: BILL NUMBER:

Office of the State Actuary 035 12/09/03  Z-0891.1/04

SUMMARY OF BILL:

This bill impacts the Washington State Patrol Retirement System (WSPRS) by increasing the mandatory
retirement age from 60 to 65.

Effective Date: 90 days after session.

CURRENT SITUATION:

Currently, members of the WSPRS must retire at 60 years of age. Only the Chief of the Washington State
Patrol may serve after age 60. The WSPRS is the only open state-administered retirement system that has
a mandatory retirement age.

Plan 1 members who retire with at least 25 years of service are eligible for up to 5 years of prior military
service.

MEMBERS IMPACTED:

We estimate that any of 1,035 active members of this system could be affected by this bill if they choose to
work beyond age 60.

This bill would also allow active Plan 1 members who will complete 25 years of service after age 60 (current
mandatory retirement age) to earn prior military service credit if eligible.

FISCAL IMPACT:

Currently few members work to age 60. In most cases, the actuarial present value of an unreduced pension
at age 60 is greater than the value of an increased pension benefit commencing after age 60 (increased for

salary and service beyond age 60).

Actuarial Determinations:

The bill will impact the actuarial funding of the system by decreasing the present value of benefits payable

under the System (for existing members impacted by this bill) and the required actuarial contribution rate as
shown below:
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Washington State Patrol Retirement System:

(Dollars in Millions) Current Increase Total
Actuarial Present Value of Projected Benefits $686 $(2) $684
(The Value of the Total Commitment to all Current Members)
Unfunded Actuarial Accrued Liability N/A N/A N/A
(The Portion of the Plan 1 Liability that is Amortized at 2024)
Unfunded Liability (PBO) $(180) $(2) $(182)

(The Value of the Total Commitment to all Current Members
Attributable to Past Service)

Required Contribution Rate (3.03)% (-22)% (3.25)%

Fiscal Budget Determinations:

While there in no impact while the plan remains fully funded, below we show the change in the projected
contributions starting when the plan is no longer expected to be fully funded (based on a 13.6% rate of
investment return through August 31, 2003 and assuming an annual return on the Market Value of assets of
8% thereafter).

Costs (in Millions):

2004-2005
State:
General Fund $0.000
Non-General Fund 0.000
Total State $0.000
Local Government $0.000
Total Employer $0.000
Total Employee $0.000
2005-2007
State:
General Fund $(0.013)
Non-General Fund (0.211)
Total State $(0.224)
Local Government $0.000
Total Employer $(0.224)
Total Employee $(0.224)
2004-2029
State:
General Fund $(0.196)
Non-General Fund (3.077)
Total State $(3.273)
Local Government $0.000
Total Employer $(3.273)
Total Employee $(3.273)

State Actuary’s Comments:
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Predicting when a plan might come out of full funding is rather difficult. The effect of the proposed plan
change is more predictable, once the plan is no longer fully funded. The above costs are based on one
projection of costs which shows the plan to emerge from a fully funded status with our next valuation
(9/30/03) which is the basis for the recommended 2005-2007 contribution rates. We have estimated the
actual rate of investment return for the period 10/1/2002 through 8/31/03 at 13.6%. The return on assets
usually has the most significant impact on the plan’s funding status from one year to the next.
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STATEMENT OF DATA AND ASSUMPTIONS USED IN PREPARING THIS FISCAL NOTE:

The costs presented in this fiscal note are based on our understanding of the bill as well as generally accepted
actuarial standards of practice including the following:

1. Costs were developed using the same membership data, methods, assets and assumptions as those used in
preparing the September 30, 2002 actuarial valuation report of the Washington State Patrol Retirement
System.

2. As with the costs developed in the actuarial valuation, the emerging costs of the System will vary from those
presented in the valuation report or this fiscal note to the extent that actual experience differs from that projected
by the actuarial assumptions.

3. Additional assumptions used to evaluate the cost impact of the bill which were not used or disclosed in the
actuarial valuation report include the following:

The retirement rates for LEOFF 2 were used for ages 60 to 65: (33% for age 60, 37% for ages 61 to 63, 48% age
64, 100% for age 65)

4. The analysis of this bill does not consider any other proposed changes to the system. The combined effect of
several changes to the system could exceed the sum of each proposed change considered individually.

5. This fiscal note is intended for use only during the 2004 Legislative Session.

6. The funding method used for Plan 1 utilizes the Plan 2/3 employer/state rate as the Normal Cost and amortizes
the remaining liability (UAAL) by the year 2024. Benefit increases to Plan 2/3 will change the UAAL in Plan 1.
The cost of benefit increases to Plan 1 increases the UAAL.

7. Plan 2/3 utilizes the Aggregate Funding Method. The cost of Plan 2/3 is spread over the average working lifetime
of the current active Plan 2/3 members.

GLOSSARY OF ACTUARIAL TERMS:

Actuarial Present Value: The value of an amount or series of amounts payable or receivable at various times,
determined as of a given date by the application of a particular set of Actuarial Assumptions (i.e. interest rate, rate of
salary increases, mortality, etc.)

Projected Benefits: Pension benefit amounts which are expected to be paid in the future taking into account such
items as the effect of advancement in age as well as past and anticipated future compensation and service credits.

Normal Cost: Computed differently under different funding methods, the normal cost generally represents the portion
of the cost of projected benefits allocated to the current plan year.

Unfunded Actuarial Accrued Liability (UAAL): The cost of Plan 1 is divided into two pieces:

«  The Normal Cost portion is paid over the working lifetime of the Plan 1 active members. The remaining cost is
called the UAAL.

«  The UAAL is paid for by employers as a percent of the salaries of all plan 1, 2 and 3 members until the year 2024.

4 O:\Fiscal Notes\Fisnts 2004\Z-0891.1.04.wpd



Pension Benefit Obligation (PBO): The portion of the Actuarial Present Value of future benefits attributable to
service credit that has been earned to date (past service).

Unfunded Liability (Unfunded PBO): The excess, if any, of the Pension Benefit Obligation over the Valuation
Assets. This is the portion of all benefits earned to date that are not covered by plan assets.
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AN ACT Relating to establishing the retirenent age for nmenbers of
the Washington state patrol retirenent system and anending RCW
43. 43. 250.

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

Sec. 1. RCW 43.43.250 and 1982 1st ex.s. ¢ 52 s 26 are each
anmended to read as foll ows:

(1)(a) Until July 1, 2004, any nenber who has attained the age of
sixty years shall be retired on the first day of the cal endar nonth
next succeeding that in which ((satd)) the nenber ((shalHt—have)) has
attained the age of sixty((—PROUDED—That)). However, the
requirenment to retire at age sixty ((shatt)) does not apply to a nenber
serving as chief of the Washington state patrol

(b) Beginning July 1, 2004, any active nenber who has obtained the
age of sixty-five years shall be retired on the first day of the
calendar nonth next succeeding that in which the nenber has attained
the age of sixty-five. However, the requirenent to retire at age
sixty-five does not apply to a nenber serving as chief of the
Washi ngton state patrol

Code Rev/LL:rmh 1 Z-0891. 1/ 04
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(2) Any nenber who has conpleted twenty-five years of credited
service or has attained the age of fifty-five nmay apply to retire as
provided in RCW43. 43. 260, by conpleting and submtting an application
formto the departnment, setting forth at what tinme the nenber desires

to be retired.

--- END ---

Code Rev/LL:rmh 2 Z-0891. 1/ 04



Opt In / Opt Out

Background

State elected official members of most Washington State Retirement Systems and
plans must separate from service in order to retire and begin receiving their
retirement benefits, regardless of age. TRS 1 is the exception in permitting state
elected officials who are TRS 1 members, if otherwise eligible, to begin receiving
their retirement benefit while serving in state elective office. The LEOFF 1 plan
also allows retired members to work for any non-LEOFF employer without a
reduction of their benefits.

Membership and benefits for state elected officials vary by plan, and also vary
from the regular members of those plans. Some plans have rules for local
government elected officials and officials appointed directly by the Governor that
are distinct from the state elected official rules. Regardless of the various
membership requirements, all Washington's defined benefit plans require
members to be separated for one month before they may receive their retirement
benefit.

Earlier legislation was proposed that would allow members holding state elective
office the option, at the beginning of each term of office, to continue active
membership or to retire and begin receiving their retirement allowance.

Committee Activity

Presentation:
December 16, 2003 - Full Committee Meeting

Recommendation to Legislature

None

Staff Contact

Robert Wm. Baker — 586-9237 — baker_bo@leg.wa.gov



Select Committee on Pension Poliy
Opt In/Opt Out

(December 9, 2003)

Issue Allow members holding state elective office the
option, at the beginning of each term of office, to
continue active membership or to retire and
begin receiving their retirement allowance.

Staff Robert Wm. Baker (360) 586-9237

Members Impacted All members of PERS, SERS, TRS 2/3, or LEOFF
2 who hold state elective office. There are
currently 139 state elective and appointed
officials who are plan members without other
public employment.

Current Situation State elected official members of most
Washington State Retirement Systems and plans
must separate from service in order to retire and
begin receiving their retirement benefits,
regardless of age. TRS 1 is the exception in
permitting state elected officials who are TRS 1
members, if otherwise eligible, to begin receiving
their retirement benefit while serving in state
elective office. The LEOFF 1 plan also allows
retired members to work for any non-LEOFF
employer without a reduction of their benefits.

History Companion bills HB 1201 and SB 5095 were
introduced in the 2003 session. This legislation
would have allowed PERS, SERS, TRS2/3, or
LEOFF 2 members holding state elective office
the option, at the beginning of each term of
office, of continuing active membership or
retiring and beginning their retirement
allowance. SB 5095 passed the Senate. HB
1201 did not receive a hearing.

Decembe 16, 100 1005 Inerim ses TR
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Select ommittee on Pension Policy

Policy Analysis

Membership and benefits for state elected officials vary by plan, and also vary
from the regular members of those plans. Some plans have rules for local
government elected officials and officials appointed directly by the Governor
that are distinct from the state elected official rules.

Elected officials may, during their first term in office, apply for membership in
PERS 2/3 or continue membership in their current plan. Members may
generally continue to receive retirement benefits, or return to active
membership from retirement upon entering office.

TRS 2/3 members are an exception to the general rule. They may take a leave
of absence without pay from TRS 2/3 to serve in state elected office and be a
member of no plan, or accumulate PERS 2/3 service during their term(s) of
office. Upon return to active TRS service, a member that chose a leave of
absence may purchase up to two years of TRS unpaid leave of absence service.

With the exception of PERS 2/3, an individual must establish membership in
the plan prior to entering an elected or appointed state office. PERS 2/3 is
among those with different rules for state elected officials and Governor-
appointed officials.

Regardless of the various membership requirements, all defined benefit plans
require members to be separated for one month before they may receive their
retirement benefit.

Administrative Impact (from DRS)

Input requested.

Executive Committee Recommendation

Refer the issue to the full committee for its consideration.

Decembe 16,100 1005 Inerim ses Page 1073
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Bill Draft

See attachment.

Fiscal Note (Draft)

See attachment.

December 16, 2003

1003 Interim Issues
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FISCAL NOTE - DRAFT

REQUEST NO.
RESPONDING AGENCY: CODE: DATE: BILL NUMBER:
Office of the State Actuary 035 12/09/03  Z-0939.1/04

SUMMARY OF BILL:

This bill impacts the Law Enforcement Officers’ and Fire Fighters’ Retirement System Plan 2, the Public
Employees Retirement System, the Teachers’ Retirement System Plan 2 and Plan 3, and the School
Employees’ Retirement System by permitting members who are state elected officials to continue or
resume membership, and if otherwise eligible, retire and begin their retirement allowance at the beginning
of each term of office. A state elected official member who chooses to end membership at the beginning of
a term of office, and begin their retirement allowance, shall neither make contributions nor earn service
credit for the duration of that term.

Effective Date: 90 days after session.

CURRENT SITUATION:

State elected official members of most Washington State Retirement Systems and plans must separate
from service in order to retire and begin receipt of their retirement benefits regardless of age. While the
rules for state elected officials vary by system and plan, the Teachers’ Retirement System Plan 1 is a
notable distinction in permitting state elected officials, if otherwise eligible, to begin their retirement benefit
while serving in state elective office.

FISCAL IMPACT:

The cost of this bill is insufficient to affect contribution rates.

1 O:\Fiscal Notes\Fisnts 2004\Z-0939.1.04.wpd
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AN ACT Relating to allow ng a menber holding state el ective office
the option during each termof office of nmenbership or retirenent and
begi nning their retirement allowance in the | aw enforcenent officers’
and fire fighters' retirenent system the teachers' retirenent system
the school enployees' retirenment system and the public enployees’
retirement system and anendi ng RCW 41.26. 030, 41.32.010, 41.32.263,
41. 35. 030, and 41.40. 023.

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

Sec. 1. RCW41.26.030 and 2003 ¢ 388 s 2 are each anended to read
as follows:

As used in this chapter, unless a different neaning is plainly
requi red by the context:

(1) "Retirenent systeni neans the "Washington |aw enforcenent
officers' and fire fighters' retirenment systeni provided herein

(2)(a) "Enployer" for plan 1 nenbers, neans the |egislative
authority of any city, town, county, or district or the elected
of ficials of any municipal corporation that enploys any | aw enforcenent
officer and/or fire fighter, any authorized association of such
muni ci palities, and, except for the purposes of RCW 41.26.150, any

Code Rev/LL: seg 1 Z-0939. 1/ 04
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| abor guild, association, or organization, which represents the fire
fighters or law enforcenment officers of at |east seven cities of over
20, 000 popul ation and the nmenbership of each | ocal |odge or division of
which is conposed of at |east sixty percent |aw enforcenent officers or
fire fighters as defined in this chapter.

(b) "Enployer" for plan 2 nmenbers, neans the following entities to
the extent that the entity enploys any |aw enforcenent officer and/or
fire fighter:

(1) The legislative authority of any city, town, county, or
district;

(ii) The elected officials of any nunicipal corporation;

(tit) The governing body of any other general authority |aw
enf orcement agency; or

(tv) A four-year institution of higher education having a fully
operational fire departnent as of January 1, 1996.

(3) "Law enforcenent officer"” beginning January 1, 1994, neans any
person who is conm ssioned and enpl oyed by an enployer on a full tine,
fully conpensated basis to enforce the crimnal laws of the state of
Washi ngton generally, with the follow ng qualifications:

(a) No person who is serving in a position that is basically
clerical or secretarial in nature, and who is not comm ssioned shall be
considered a | aw enforcenent officer;

(b) Only those deputy sheriffs, including those serving under a
different title pursuant to county charter, who have successfully
conpleted a civil service examnation for deputy sheriff or the
equi val ent position, where a different title is used, and those persons
serving in unclassified positions authorized by RCW41.14. 070 except a
private secretary will be considered | aw enforcenent officers;

(c) Only such full time comm ssioned | aw enforcenent personnel as
have been appointed to offices, positions, or ranks in the police
depart nment which have been specifically created or otherw se expressly
provi ded for and designated by city charter provision or by ordinance
enacted by the legislative body of the city shall be considered city
police officers;

(d) The term "l aw enforcenent officer"” also includes the executive
secretary of a labor guild, association or organization (which is an
enpl oyer under RCW 41.26.030(2)) if that individual has five years

Code Rev/LL: seg 2 Z-0939. 1/ 04
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previ ous nenbership in the retirenment system established in chapter
41.20 RCW The provisions of this subsection (3)(d) shall not apply to
pl an 2 nenbers; and

(e) The term "law enforcenent officer” also includes a person
enpl oyed on or after January 1, 1993, as a public safety officer or
director of public safety, so long as the job duties substantially
involve only either police or fire duties, or both, and no other duties
in a city or town with a population of |less than ten thousand. The
provisions of this subsection (3)(e) shall not apply to any public
safety officer or director of public safety who is receiving a
retirenment allowance under this chapter as of May 12, 1993.

(4) "Fire fighter" neans:

(a) Any person who is serving on a full tinme, fully conpensated
basis as a nenber of a fire departnent of an enployer and who is
serving in a position which requires passing a civil service
exam nation for fire fighter, and who is actively enployed as such;

(b) Anyone who is actively enployed as a full tinme fire fighter
where the fire departnent does not have a civil service exam nation;

(c) Supervisory fire fighter personnel;

(d) Any full time executive secretary of an association of fire
protection districts authorized under RCW52. 12. 031. The provisions of
this subsection (4)(d) shall not apply to plan 2 nenbers;

(e) The executive secretary of a labor guild, association or
organi zation (which is an enployer under RCW 41.26.030(2) as now or
hereafter anmended), if such individual has five years previous
menbership in a retirenent systemestablished in chapter 41.16 or 41.18
RCW The provisions of this subsection (4)(e) shall not apply to plan
2 menbers;

(f) Any person who is serving on a full tinme, fully conpensated
basis for an enployer, as a fire dispatcher, in a departnment in which
on March 1, 1970, a dispatcher was required to have passed a civi
service examnation for fire fighter; and

(g) Any person who on March 1, 1970, was enployed on a full tine,
fully conpensated basis by an enployer, and who on May 21, 1971, was
maki ng retirenent contributions under the provisions of chapter 41.16
or 41.18 RCW

(5) "Departnent” neans the departnent of retirenent systens created
in chapter 41.50 RCW

Code Rev/LL: seg 3 Z-0939. 1/ 04
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(6) "Surviving spouse" nmeans the surviving widow or w dower of a
menber. " Surviving spouse” shall not include the divorced spouse of a
menber except as provided in RCW41. 26. 162.

(7)(a) "Child" or "children" neans an unnarried person who is under
the age of eighteen or nentally or physically handi capped as determ ned
by the departnent, except a handi capped person in the full time care of
a state institution, who is:

(1) A natural born child,

(1i) A stepchild where that relationship was in existence prior to
the date benefits are payable under this chapter;

(ti1) A posthunous child,

(iv) Achild legally adopted or nmade a | egal ward of a nenber prior
to the date benefits are payable under this chapter; or

(v) An illegitimate child legitimzed prior to the date any
benefits are payable under this chapter.

(b) A person shall also be deened to be a child up to and i ncl uding
the age of twenty years and eleven nonths while attending any high
school, college, or vocational or other educational institution
accredited, licensed, or approved by the state, in which it is |ocated,
i ncl udi ng the sumer vacation nonths and all other normal and regul ar
vacation periods at the particular educational institution after which
the child returns to school.

(8) "Menber" neans any fire fighter, |law enforcenment officer, or
other person as would apply under subsections (3) or (4) of this
section whose nenbership is transferred to the Wshington |aw
enforcenment officers' and fire fighters' retirenent systemon or after
March 1, 1970, and every | aw enforcenent officer and fire fighter who
is enployed in that capacity on or after such date.

(9) "Retirement fund" neans the "Washington |aw enforcenent
officers' and fire fighters' retirenent system fund" as provided for
herei n.

(10) "Enpl oyee" neans any | aw enforcenent officer or fire fighter
as defined in subsections (3) and (4) of this section.

(11)(a) "Beneficiary" for plan 1 nenbers, neans any person in
receipt of a retirenent allowance, disability allowance, death benefit,
or any other benefit described herein.

(b) "Beneficiary" for plan 2 nenbers, nmeans any person in receipt
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of a retirement allowance or other benefit provided by this chapter
resulting fromservice rendered to an enpl oyer by anot her person.

(12)(a) "Final average salary" for plan 1 nenbers, neans (i) for a
menber hol ding the sanme position or rank for a m ni mum of twel ve nonths
preceding the date of retirenment, the basic salary attached to such
same position or rank at tinme of retirement; (ii) for any other nenber,
including a civil service nenber who has not served a m ni num of twelve
months in the same position or rank preceding the date of retirenent,
the average of the greatest basic salaries payable to such nenber
during any consecutive twenty-four nonth period wthin such nmenber's
| ast ten years of service for which service credit is allowed, conputed
by dividing the total basic salaries payable to such nenber during the
selected twenty-four nonth period by twenty-four; (iii) in the case of
disability of any nenber, the basic salary payable to such nenber at
the time of disability retirement; (iv) in the case of a nenber who
hereafter vests pursuant to RCW41. 26. 090, the basic salary payable to
such nmenber at the tine of vesting.

(b) "Final average salary" for plan 2 nenbers, neans the nonthly
average of the nenber's basic salary for the highest consecutive sixty
service credit nonths of service prior to such nenber's retirenent,
term nation, or death. Periods constituting authorized unpaid | eaves
of absence may not be used in the calculation of final average sal ary.

(13)(a) "Basic salary" for plan 1 nenbers, neans the basic nonthly
rate of salary or wages, including |ongevity pay but not including
overtinme earnings or special salary or wages, upon which pension or
retirement benefits wll be conputed and upon which enployer
contributions and sal ary deductions will be based.

(b) "Basic salary" for plan 2 nenbers, neans salaries or wages
earned by a nenber during a payroll period for personal services,
including overtine paynents, and shall include wages and salaries
deferred under provisions established pursuant to sections 403(b),
414(h), and 457 of the United States Internal Revenue Code, but shal
exclude lunp sum paynents for deferred annual sick |eave, unused
accunul ated vacation, unused accunul ated annual |eave, or any form of
severance pay. In any year in which a nenber serves in the |egislature
t he nmenber shall have the option of having such nenber's basic salary
be the greater of:
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(i) The basic salary the nmenber woul d have received had such nmenber
not served in the legislature; or

(1i1) Such nmenber's actual basic salary received for nonlegislative
public enploynent and |egislative service conbined. Any additiona
contributions to the retirenment system required because basic salary
under (b)(i) of this subsection is greater than basic salary under
(b)(ii) of this subsection shall be paid by the nenber for both nenber
and enpl oyer contri butions.

(14)(a) "Service" for plan 1 nenbers, neans all periods of
enpl oynent for an enployer as a fire fighter or |aw enforcenent
officer, for which conpensation is paid, together with periods of
suspensi on not exceeding thirty days in duration. For the purposes of
this chapter service shall also include service in the arned forces of
the United States as provided in RCW 41.26. 190. Credit shall be
allowed for all service credit nonths of service rendered by a nenber
from and after the nenber's initial commencenent of enploynent as a
fire fighter or | aw enforcenent officer, during which the nmenber worked
for seventy or nore hours, or was on disability |leave or disability
retirement. Only service credit nonths of service shall be counted in
the conputation of any retirenment allowance or other benefit provided
for in this chapter.

(i) For nenbers retiring after May 21, 1971 who were enpl oyed under
the coverage of a prior pension act before March 1, 1970, "service"
shall also include (A such mlitary service not exceeding five years
as was creditable to the nenber as of March 1, 1970, under the nenber's
particular prior pension act, and (B) such other periods of service as
were then creditable to a particular nmenber under the provisions of RCW
41.18. 165, 41.20.160 or 41.20.170. However, in no event shall credit
be all owed for any service rendered prior to March 1, 1970, where the
menber at the time of rendition of such service was enployed in a
position covered by a prior pension act, unless such service, at the
time credit is clainmed therefor, is also creditable wunder the
provi sions of such prior act.

(i1) A menber who is enployed by two enployers at the sane tine
shall only be credited with service to one such enployer for any nonth
during which the nenber rendered such dual service.

(b) "Service" for plan 2 nenbers, neans periods of enploynent by a
menber for one or nore enployers for which basic salary is earned for
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ninety or nore hours per calendar nonth which shall constitute a
service credit nonth. Periods of enploynent by a nenber for one or
nmore enployers for which basic salary is earned for at |east seventy
hours but less than ninety hours per calendar nonth shall constitute
one-half service credit nonth. Periods of enploynent by a nmenber for
one or nore enployers for which basic salary is earned for |ess than
seventy hours shall constitute a one-quarter service credit nonth.

Menbers of the retirement systemwho are el ected or appointed to a
state elective position may elect during a ninety-day period at the
begi nning of each term of office to continue ((te—be—rerbers—oftthis
retirement—systen)), resune, or to end nenbership in the retirenent
systemand if otherwise eligible begin their retirenent allowance. A
state elected official who chooses to end nenbership at the beginning
of atermof office and beqgin their retirenent all owance shall neither
make contributions nor earn service credit for the duration of that
term

Service credit years of service shall be determ ned by dividing the
total nunber of service credit nonths of service by twelve. Any
fraction of a service credit year of service as so determ ned shall be
taken into account in the conputation of such retirenent allowance or
benefits.

| f a nmenber receives basic salary fromtwo or nore enployers during
any calendar nonth, the individual shall receive one service credit
nmonth's service credit during any calendar nonth in which nultiple
service for ninety or nore hours is rendered; or one-half service
credit nonth's service credit during any calendar nonth in which
multiple service for at | east seventy hours but |ess than ninety hours
is rendered; or one-quarter service credit nonth during any cal endar
month in which nultiple service for less than seventy hours is
render ed.

(15) "Accunul ated contributions” neans the enpl oyee's contri butions
made by a nenber, including any anount paid under RCW 41.50.165(2),
pl us accrued interest credited thereon.

(16) "Actuarial reserve" means a nethod of financing a pension or
retirement plan wherein reserves are accunul ated as the liabilities for
benefit paynents are incurred in order that sufficient funds wll be
avail able on the date of retirenent of each nenber to pay the nenber's
future benefits during the period of retirenent.

Code Rev/LL: seg 7 Z-0939. 1/ 04



© 00 N O Ul WDN P

W W W W W W W W WNDNDNDNDDDNDNDNDNDNMDNMNDNNNMNMNdMNMNPEPEPPRPPRPPRPERPRPRPRPRPERPRERPR
0O N Ol WNPEFP O OOOWwNOD O P WNPEPEOOOWOOWwWNO O owDNDEe. o

(17) "Actuarial valuation" nmeans a mathenmatical determ nation of
the financial condition of a retirenent plan. It includes the
conputation of the present nonetary value of benefits payable to
present nenbers, and the present nonetary value of future enployer and
enpl oyee contributions, giving effect to nortality anong active and
retired nenbers and also to the rates of disability, retirenent,
wi t hdrawal from service, salary and interest earned on investnents.

(18) "Disability board" for plan 1 nenbers neans either the county
disability board or the city disability board established in RCW
41. 26. 110.

(19) "Disability |eave" neans the period of six nonths or any
portion thereof during which a nenber is on |leave at an all owance equal
to the nmenber's full salary prior to the commencenent of disability
retirenent. The definition contained in this subsection shall apply
only to plan 1 nenbers.

(20) "Disability retirenent” for plan 1 nenbers, neans the period
followng termnation of a nmenber's disability | eave, during which the
menber is in receipt of a disability retirenent allowance.

(21) "Position" neans the enploynent held at any particular tine,
whi ch may or may not be the sane as civil service rank.

(22) "Medical services" for plan 1 nenbers, shall include the
following as m nimum services to be provided. Reasonable charges for
t hese services shall be paid in accordance with RCW41. 26. 150.

(a) Hospital expenses: These are the charges made by a hospital,
inits own behalf, for

(1) Board and room not to exceed semprivate room rate unless
private room is required by the attending physician due to the
condition of the patient.

(1i1) Necessary hospital services, other than board and room
furni shed by the hospital.

(b) O her nedical expenses: The follow ng charges are consi dered
"ot her nedi cal expenses", provided that they have not been consi dered
as "hospital expenses".

(1) The fees of the follow ng:

(A) A physician or surgeon |licensed under the provisions of chapter
18. 71 RCW

(B) An osteopathic physician and surgeon |icensed under the
provi sions of chapter 18.57 RCW
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(C) A chiropractor licensed under the provisions of chapter 18.25
RCW

(1i) The charges of a registered graduate nurse other than a nurse
who ordinarily resides in the nenber's home, or is a nenber of the
famly of either the nenber or the nenber's spouse.

(ti1) The charges for the follow ng nedical services and supplies:

(A) Drugs and nedici nes upon a physician's prescription;

(B) Diagnostic x-ray and | aboratory exam nati ons;

(© X-ray, radium and radioactive isotopes therapy;

(D) Anesthesia and oxygen;

(E) Rental of iron lung and other durable nedical and surgica
equi pnent ;

(F) Artificial linbs and eyes, and casts, splints, and trusses;

(G Professional anbulance service when used to transport the
menber to or froma hospital when injured by an accident or stricken by
a di sease;

(H) Dental charges incurred by a nenber who sustains an acci dental
injury to his or her teeth and who commences treatnment by a legally
licensed dentist wthin ninety days after the accident;

(I') Nursing hone confinement or hospital extended care facility;

(J) Physical therapy by a registered physical therapist;

(K) Blood transfusions, including the cost of blood and bl ood
pl asma not replaced by voluntary donors;

(L) An optonmetrist licensed under the provisions of chapter 18.53
RCW

(23) "Regular interest” nmeans such rate as the director may
determ ne

(24) "Retiree" for persons who establish nenbership in the
retirement system on or after OCctober 1, 1977, neans any nenber in
receipt of a retirenent allowance or other benefit provided by this
chapter resulting fromservice rendered to an enpl oyer by such nenber.

(25) "Director” neans the director of the departnent.

(26) "State actuary" or "actuary" neans the person appointed
pursuant to RCW 44. 44.010(2).

(27) "State elective position" neans any position held by any
person el ected or appointed to statew de office or elected or appointed
as a nenber of the |egislature.

Code Rev/LL: seg 9 Z-0939. 1/ 04



© 00 N O Ol WDN P

N NN NNMNMNNMNNNRERPERRRERRPRERREPR PR PR
0o NO” O A WNPEFEP O O OO NOOD O MM WN PR O

29
30
31
32
33
34
35
36

(28) "Plan 1" neans the |aw enforcenent officers’' and fire
fighters' retirement system plan 1 providing the benefits and funding
provi sions covering persons who first becane nenbers of the system
prior to October 1, 1977.

(29) "Plan 2" nmeans the |aw enforcenent officers’' and fire
fighters' retirenment system plan 2 providing the benefits and funding
provi si ons covering persons who first becane nenbers of the system on
and after Cctober 1, 1977.

(30) "Service credit year" neans an accumulation of nonths of
service credit which is equal to one when divided by twelve.

(31) "Service credit nmonth" nmeans a full service credit nonth or an
accunul ation of partial service credit nonths that are equal to one.

(32) "General authority |aw enforcenent agency" means any agency,
departnment, or division of a municipal corporation, politica
subdi vi sion, or other unit of |ocal governnent of this state, and any
agency, departnent, or division of state governnent, having as its
primary function the detection and apprehensi on of persons commtting
infractions or violating the traffic or crimnal laws in general, but
not including the Washi ngton state patrol. Such an agency, departnent,
or division is distinguished froma limted authority |aw enforcenent
agency having as one of its functions the apprehension or detection of
persons commtting infractions or violating the traffic or crimna
laws relating to limted subject areas, including but not limted to,
the state departnments of natural resources and social and health
services, the state ganbling comm ssion, the state |lottery comm ssion,
the state parks and recreation comm ssion, the state utilities and
transportation comm ssion, the state liquor control board, and the
state departnent of corrections.

Sec. 2. RCW41.32.010 and 2003 ¢ 31 s 1 are each anended to read
as follows:

As used in this chapter, unless a different neaning is plainly
requi red by the context:

(1)(a) "Accumul ated contributions” for plan 1 nmenbers, neans the
sum of all regular annuity contributions and, except for the purpose of
withdrawal at the time of retirenment, any anount paid under RCW
41.50.165(2) with regular interest thereon.
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(b) "Accunmul ated contributions” for plan 2 nenbers, nmeans the sum
of all contributions standing to the credit of a nenber in the nenber's
i ndi vi dual account, including any anmount paid under RCW 41.50. 165(2),
together with the regular interest thereon.

(2) "Actuarial equivalent" nmeans a benefit of equal value when
conputed upon the basis of such nortality tables and regul ations as
shal | be adopted by the director and regul ar interest.

(3) "Annuity" neans the noneys payable per year during life by
reason of accunul ated contri butions of a nenber.

(4) "Menber reserve" neans the fund in which all of the accunul ated
contributions of nenbers are held.

(5 (a) "Beneficiary" for plan 1 nenbers, mneans any person in
receipt of a retirenment allowance or other benefit provided by this
chapter.

(b) "Beneficiary" for plan 2 and plan 3 nenbers, neans any person
in receipt of a retirenent allowance or other benefit provided by this
chapter resulting from service rendered to an enployer by another
per son.

(6) "Contract" mneans any agreenent for service and conpensation
bet ween a nenber and an enpl oyer.

(7) "Creditable service" neans nenbership service plus prior
service for which credit is allowable. This subsection shall apply
only to plan 1 nenbers.

(8) "Dependent" neans receiving one-half or nore of support froma
menber .

(9) "Disability allowance" means nonthly paynments during
disability. This subsection shall apply only to plan 1 nenbers.

(10)(a) "Earnabl e conpensation” for plan 1 nenbers, neans:

(i) Al salaries and wages paid by an enployer to an enployee
menber of the retirenment system for personal services rendered during
a fiscal year. In all cases where conpensation includes naintenance
the enpl oyer shall fix the value of that part of the conpensation not
paid in noney.

(i1) For an enployee nenber of the retirenent systemteaching in an
ext ended school year program two consecutive extended school years, as
defined by the enployer school district, may be used as the annua
period for determ ning earnable conpensation in lieu of the two fiscal
years.
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(ti1) "Earnabl e conpensation” for plan 1 nenbers al so includes the
followi ng actual or inputed paynents, which are not paid for persona
servi ces:

(A) Retroactive paynents to an individual by an enployer on
reinstatenment of the enployee in a position, or paynents by an enpl oyer
to an individual in lieu of reinstatenent in a position which are
awarded or granted as the equival ent of the salary or wages which the
i ndi vidual would have earned during a payroll period shall be
consi dered earnabl e conpensation and the individual shall receive the
equi val ent service credit.

(B) If a leave of absence, w thout pay, is taken by a nenber for
t he purpose of serving as a nenber of the state | egislature, and such
menber has served in the legislature five or nore years, the salary
whi ch woul d have been received for the position fromwhich the | eave of
absence was taken shall be considered as conpensation earnable if the
enpl oyee's contribution thereon is paid by the enployee. In addition,
where a nenber has been a nmenber of the state legislature for five or
nore years, earnable conpensation for the nenber's two highest
conpensated consecutive years of service shall include a sum not to
exceed thirty-six hundred dollars for each of such two consecutive
years, regardless of whether or not l|egislative service was rendered
during those two years.

(tv) For menbers enployed less than full time under witten
contract wwth a school district, or comunity college district, in an
i nstructional position, for which the nenber receives service credit of
| ess than one year in all of the years used to determ ne the earnable
conpensation used for conputing benefits due under RCW 41.32.497,
41.32.498, and 41.32.520, the nenber nmay elect to have earnable
conpensation defined as provided in RCW41. 32. 345. For the purposes of
this subsection, the term"instructional position” neans a position in
whi ch nore than seventy-five percent of the nenber's tine is spent as
a classroom instructor (including office hours), a librarian, or a
counsel or. Ear nabl e conpensation shall be so defined only for the
pur pose of the calculation of retirenent benefits and only as necessary
to insure that nenbers who receive fractional service credit under RCW
41.32.270 receive benefits proportional to those received by nenbers
who have received full-tinme service credit.

(v) "Earnabl e conpensation"” does not include:
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(A) Remuneration for wunused sick |eave authorized under RCW
41. 04. 340, 28A. 400.210, or 28A. 310.490;

(B) Renmuneration for unused annual |eave in excess of thirty days
as aut horized by RCW43.01. 044 and 43. 01. 041.

(b) "Earnable conpensation” for plan 2 and plan 3 nenbers, neans
salaries or wages earned by a nenber during a payroll period for
personal services, including overtine paynents, and shall include wages
and sal ari es deferred under provisions established pursuant to sections
403(b), 414(h), and 457 of the United States Internal Revenue Code, but
shal | exclude | unp sum paynents for deferred annual sick |eave, unused
accunul ated vacation, unused accunul ated annual |eave, or any form of
severance pay.

"Earnabl e conpensation” for plan 2 and plan 3 nmenbers al so includes
the foll owi ng actual or inputed paynents which, except in the case of
(b)(ii)(B) of this subsection, are not paid for personal services:

(1) Retroactive paynents to an individual by an enployer on
reinstatenment of the enployee in a position or paynents by an enpl oyer
to an individual in lieu of reinstatenent in a position which are
awarded or granted as the equival ent of the salary or wages which the
i ndividual would have earned during a payroll period shall be
consi dered earnabl e conpensation, to the extent provided above, and the
i ndi vi dual shall receive the equivalent service credit.

(1i) In any year in which a nenber serves in the |legislature the
menber shall have the option of having such nenber's earnable
conpensati on be the greater of:

(A) The earnable conpensation the nenber would have received had
such nenber not served in the legislature; or

(B) Such nenber's actual earnable conpensation received for
teaching and legislative service conbined. Any additional
contributions to the retirenent system required because conpensation
earnable under (b)(ii)(A) of this subsection is greater than
conpensati on earnabl e under (b)(ii)(B) of this subsection shall be paid
by the nenber for both nenber and enpl oyer contributions.

(11) "Enpl oyer" neans the state of Washington, the school district,
or any agency of the state of Washi ngton by which the nenber is paid.

(12) "Fiscal year" neans a year which begins July 1st and ends June
30th of the follow ng year.
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(13) "Former state fund® neans the state retirenent fund in
operation for teachers under chapter 187, Laws of 1923, as anended.

(14) "Local fund" neans any of the local retirenent funds for
teachers operated in any school district in accordance with the
provi sions of chapter 163, Laws of 1917 as anended.

(15) "Menber" neans any teacher included in the nenbership of the
retirenent system Also, any other enpl oyee of the public schools who,
on July 1, 1947, had not elected to be exenpt from nenbershi p and who,
prior to that date, had by an authorized payroll deduction, contributed
to the nmenber reserve.

(16) "Menbership service" nmeans service rendered subsequent to the
first day of eligibility of a person to nenbership in the retirenent
system PROVI DED, That where a nenber is enployed by two or nore
enpl oyers the individual shall receive no nore than one service credit
nmont h during any cal endar nonth in which nmultiple service is rendered.
The provisions of this subsection shall apply only to plan 1 nenbers.

(17) "Pension" neans the noneys payable per year during life from
t he pension reserve.

(18) "Pension reserve" is a fund in which shall be accunul ated an
actuarial reserve adequate to neet present and future pension
liabilities of the systemand fromwhich all pension obligations are to
be pai d.

(19) "Prior service" nmeans service rendered prior to the first date
of eligibility to menbership in the retirement systemfor which credit
is allowable. The provisions of this subsection shall apply only to
pl an 1 nenbers.

(20) "Prior service contributions" neans contributions nade by a
menber to secure credit for prior service. The provisions of this
subsection shall apply only to plan 1 nenbers.

(21) "Public school"” nmeans any institution or activity operated by
the state of Washington or any instrunmentality or political subdivision
t hereof enploying teachers, except the University of Wshington and
Washi ngton State University.

(22) "Regular contributions” means the anmounts required to be
deducted fromthe conpensation of a nenber and credited to the nenber's
i ndi vidual account in the nmenber reserve. This subsection shall apply
only to plan 1 nenbers.
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(23) "Reqgular interest” neans such rate as the director may
determ ne

(24)(a) "Retirenent allowance" for plan 1 nenbers, neans nonthly
paynents based on the sum of annuity and pension, or any optiona
benefits payable in lieu thereof.

(b) "Retirenment allowance" for plan 2 and plan 3 nenbers, neans
monthly paynments to a retiree or beneficiary as provided in this
chapter.

(25) "Retirement systemi neans the Washington state teachers
retirement system

(26)(a) "Service" for plan 1 nenbers neans the tine during which a
menber has been enpl oyed by an enpl oyer for conpensation.

(1) I'f a menber is enployed by two or nore enpl oyers the individual
shal |l receive no nore than one service credit nonth during any cal endar
month in which multiple service is rendered.

(1i1) As authorized by RCW 28A.400.300, up to forty-five days of
sick leave may be creditable as service solely for the purpose of
determning eligibility to retire under RCW 41. 32. 470.

(ti1) As authorized in RCWA41.32. 065, service earned in an out-of -
state retirenent systemthat covers teachers in public schools my be
applied solely for the purpose of determning eligibility to retire
under RCW 41. 32. 470.

(b) "Service" for plan 2 and plan 3 nenbers, neans periods of
enpl oynent by a nenber for one or nore enployers for which earnable
conpensation is earned subject to the follow ng conditions:

(i) A nmenber enployed in an eligible position or as a substitute
shall receive one service credit nonth for each nonth of Septenber
t hrough August of the following year if he or she earns earnable
conpensation for eight hundred ten or nore hours during that period and
is enployed during nine of those nonths, except that a nmenber may not
receive credit for any period prior to the nenber's enploynent in an
eligible position except as provided in RCW41. 32. 812 and 41. 50. 132;

(ii) I'f a nmenber is enployed either in an eligible position or as
a substitute teacher for nine nonths of the twelve nonth period between
Septenber through August of the followng year but earns earnable
conpensation for less than eight hundred ten hours but for at |east six
hundred thirty hours, he or she will receive one-half of a service
credit nmonth for each nonth of the twelve nonth period;
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(tit) Al other nenbers in an eligible position or as a substitute
teacher shall receive service credit as foll ows:

(A) A service credit nonth is earned in those cal endar nonths where
earnabl e conpensation is earned for ninety or nore hours;

(B) A half-service credit nonth is earned in those cal endar nonths
where earnable conpensation is earned for at |east seventy hours but
| ess than ninety hours; and

(© A quarter-service credit nonth is earned in those cal endar
nmont hs where earnable conpensation is earned for |ess than seventy
hours((-)) .

(1v) Any person who is a nenber of the teachers' retirenment system
and who is elected or appointed to a state elective position my
continue to be a nenber of the retirenment system and continue to
receive a service credit nonth for each of the nmonths in a state
el ective position by making the required nmenber contributions((-)) .

(v) Any person who is a nenber of the teachers' retirenent system
plan 2 or plan 3 and who is elected or appointed to a state elective
position has the option during a ninety-day period at the begi nni ng of
each termof office either to resune nenbership or to end nenbership in
the retirenent systemand if otherw se eligible begin their retirenent
allowance. A state elected official who chooses to end nenbership at
the beginning of a termof office and begin their retirenent allowance
shall neither make contributions nor earn service credit for the
duration of that term

(vi) Wien an individual is enployed by two or nore enployers the
i ndividual shall only receive one nonth's service credit during any
cal endar nonth in which nmultiple service for ninety or nore hours is
rendered((+)) .

((&+)) (vii) As authorized by RCW 28A.400.300, up to forty-five
days of sick |eave nay be creditable as service solely for the purpose
of determning eligibility to retire under RCW41. 32. 470. For purposes
of plan 2 and plan 3 "forty-five days" as used in RCW 28A. 400.300 is
equal to two service credit nonths. Use of less than forty-five days
of sick leave is creditable as allowed under this subsection as
fol | ows:

(A) Less than el even days equals one-quarter service credit nonth;

(B) Eleven or nore days but less than twenty-two days equal s one-
hal f service credit nonth;
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(© Twenty-two days equals one service credit nonth;

(D) Mre than twenty-two days but less than thirty-three days
equal s one and one-quarter service credit nonth; and

(E) Thirty-three or nore days but less than forty-five days equals
one and one-half service credit nonth((-)) .

((EH+))) (viii) As authorized in RCWA41. 32. 065, service earned in
an out-of-state retirement system that covers teachers in public
schools may be applied solely for the purpose of determ ning
eligibility to retire under RCW41.32.470((+-)) .

((e++))) (ix) The departnment shall adopt rules inplenenting this
subsecti on.

(27) "Service credit year" neans an accunmulation of nonths of
service credit which is equal to one when divided by twelve.

(28) "Service credit nmonth" nmeans a full service credit nonth or an
accunul ation of partial service credit nonths that are equal to one.

(29) "Teacher"™ neans any person qualified to teach who is engaged
by a public school in an instructional, adm nistrative, or supervisory
capacity. The termincludes state, educational service district, and
school district superintendents and their assistants and all enpl oyees
certificated by the superintendent of public instruction; and in
addition thereto any full time school doctor who is enployed by a
public school and renders service of an instructional or educationa
nat ur e.

(30) "Average final conpensation” for plan 2 and plan 3 nenbers,
means the nenber's average earnable conpensation of the highest
consecutive sixty service credit nonths prior to such nmenber's
retirenment, termnation, or death. Periods constituting authorized
| eaves of absence may not be used in the cal culation of average final
conpensati on except under RCW41.32.810(2).

(31) "Retiree" neans any person who has begun accruing a retirenent
al l omance or other benefit provided by this chapter resulting from
service rendered to an enployer while a nenber.

(32) "Departnent” neans the departnent of retirenment systens
created in chapter 41.50 RCW

(33) "Director” neans the director of the departnent.

(34) "State elective position" nmeans any position held by any
person el ected or appointed to statewide office or elected or appointed
as a nmenber of the |egislature.
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(35) "State actuary" or "actuary" neans the person appointed
pursuant to RCW 44. 44.010(2).

(36) "Substitute teacher" neans:

(a) A teacher who is hired by an enployer to work as a tenporary
teacher, except for teachers who are annual contract enployees of an
enpl oyer and are guaranteed a m ni num nunber of hours; or

(b) Teachers who either (i) work in ineligible positions for nore
t han one enployer or (ii) work in an ineligible position or positions
together with an eligible position.

(37)(a) "Eligible position" for plan 2 nmenbers from June 7, 1990,
t hrough Septenber 1, 1991, neans a position which normally requires two
or nore uninterrupted nonths of creditable service during Septenber
t hrough August of the follow ng year.

(b) "Eligible position" for plan 2 and plan 3 on and after
Septenber 1, 1991, neans a position that, as defined by the enployer,
normally requires five or nore nonths of at |east seventy hours of
ear nabl e conpensation during Septenber through August of the foll ow ng
year.

(c) For purposes of this chapter an enployer shall not define
"position" in such a manner that an enployee's nonthly work for that
enpl oyer is divided into nore than one position.

(d) The elected position of the superintendent of public
instruction is an eligible position.

(38) "Plan 1" neans the teachers' retirenment system plan 1
providing the benefits and funding provisions covering persons who
first became nenbers of the systemprior to Cctober 1, 1977.

(39) "Plan 2" neans the teachers' retirenment system plan 2
providing the benefits and funding provisions covering persons who
first becane nenbers of the system on and after October 1, 1977, and
prior to July 1, 1996

(40) "Plan 3" neans the teachers' retirenent system plan 3
providing the benefits and funding provisions covering persons who
first becone nenbers of the system on and after July 1, 1996, or who
transfer under RCW41. 32. 817.

(41) "Index" neans, for any calendar year, that year's annual
average consuner price index, Seattle, Washington area, for urban wage
earners and clerical workers, all itens conpiled by the bureau of |abor

statistics, United States departnent of |abor.
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(42) "Index A" nmeans the index for the year prior to the
determ nation of a postretirenment adjustnent.

(43) "I ndex B" neans the index for the year prior to index A

(44) "Index year" neans the earliest calendar year in which the
index is nore than sixty percent of index A

(45) "Adjustnent ratio" neans the value of index A divided by index
B

(46) "Annual increase" neans, initially, fifty-nine cents per nonth
per year of service which anmount shall be increased each July 1st by
three percent, rounded to the nearest cent.

(47) "Menber account” or "nmenber's account” for purposes of plan 3
means the sumof the contributions and earnings on behalf of the nenber
in the defined contribution portion of plan 3.

(48) "Separation from service or enploynent” occurs when a person
has term nated all enploynent with an enpl oyer.

(49) "Enployed" or "enployee" neans a person who is providing
services for conpensation to an enployer, unless the person is free
fromthe enployer's direction and control over the performance of work.
The departnment shall adopt rules and interpret this subsection
consi stent wwth common | aw.

Sec. 3. RCWA41.32.263 and 1991 ¢ 35 s 41 are each anended to read
as follows:

A nmenber of the retirenent system who is a nenber of the state
| egislature or a state official eligible for the conbi ned pensi on and
annuity provided by RCW 41.32.497, or 41.32.498, as now or hereafter
anended shall have deductions taken from his or her salary in the
anount of seven and one-half percent of earnable conpensation and that
service credit shall be established with the retirenment system while
such deductions are reported to the retirenent system unless he or she
has by reason of his or her enploynent becone a contributing nenber of
another public retirenment system in the state of Washington. Such
el ected official who has retired or otherwse termnated his or her
public school service may then elect to terminate his or her nenbership
in the retirement system and receive retirenent benefits while
continuing to serve as an elected official. A nenber of the retirenent
system who had previous service as an elected or appointed official
for which he or she did not contribute to the retirenent system may
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receive credit for such legislative service unless he or she has
received credit for that service in another state retirenment system
upon making contributions in such anmounts as shall be determ ned by the
((board—of—trustees)) director.

Sec. 4. RCW41.35.030 and 2003 ¢ 157 s 2 are each anended to read
as follows:

Menbership in the retirenment systemshall consist of all regularly
conpensated cl assified enpl oyees and appointive and el ective officials
of enployers, as defined in this chapter, wth the followng
exceptions:

(1) Persons in ineligible positions;

(2)(a) Persons holding elective offices or persons appointed
directly by the governor: PROVIDED, That such persons shall have the
option of applying for nenbership during such periods of enploynent:
AND PROVI DED FURTHER, That any persons holding or who have held
el ective offices or persons appointed by the governor who are nenbers
in the retirenent system and who have, prior to becom ng such nenbers,
previously held an elective office, and did not at the start of such
initial or successive terns of office exercise their option to becone
menbers, may apply for nenbership to be effective during such term or
terns of office, and shall be allowed to establish the service credit
applicable to such termor terns of office upon paynent of the enpl oyee
contributions therefor by the enployee with interest as determ ned by
the director and enployer contributions therefor by the enployer or
enpl oyee with interest as determned by the director: AND PROVI DED
FURTHER, That all contributions with interest submtted by the enpl oyee
under this subsection shall be placed in the enployee's individua
account in the enployee's savings fund and be treated as any other
contribution nade by the enployee, wth the exception that any
contributions submtted by the enployee in paynent of the enployer's
obligation, together with the interest the director may apply to the
enpl oyer's contribution, shall not be considered part of the nenber's
annuity for any purpose except w thdrawal of contributions;

(b) A nmenber hol ding elective office who has elected to apply for
menbership pursuant to (a) of this subsection and who | ater w shes to
be eligible for a retirenment allowance shall have the option of ending
his or her nmenbership in the retirenent system A nenber wi shing to
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end his or her nenbership under this subsection nust file on a form
supplied by the departnent a statenent indicating that the nenber
agrees to irrevocably abandon any claimfor service for future periods
served as an elected official. Except for nenbers in state elective
positions, a nmenber who receives nore than fifteen thousand doll ars per
year in conpensation for his or her elective service, adjusted annually
for inflation by the director, is not eligible for the option provided
by this subsection (2)(b). A nenber in a state elective position may
apply to end his or her nenbership and be eligible for a retirenent
al l owance during a ninety-day period at the beginning of each term of
office regardless of the conpensation they receive for elective
service;

(3) Retirenment system retirees: PROVI DED, That foll ow ng
reenploynment in an eligible position, a retiree nmay elect to
prospectively becone a nenber of the retirenment system if otherw se
el i gi bl e;

(4) Persons enrolled in state-approved apprenticeship prograns,
aut hori zed under chapter 49.04 RCW and who are enpl oyed by enpl oyers
to earn hours to conpl ete such apprenticeship prograns, if the enpl oyee
is a nenber of a union-sponsored retirenent plan and is making
contributions to such a retirenent plan or if the enployee is a nenber
of a Taft-Hartley retirenment plan;

(5) Persons rendering professional services to an enployer on a
fee, retainer, or contract basis or when the incone fromthese services
is less than fifty percent of the gross incone received from the
person's practice of a profession,;

(6) Substitute enpl oyees, except for the purposes of the purchase
of service credit under rcw 41.35.033. Upon the return or term nation
of the absent enployee a substitute enployee is replacing, that
substitute enployee shall no longer be ineligible wunder this
subsecti on;

(7) Enpl oyees who (a) are not citizens of the United States, (b) do
not reside in the United States, and (c) performduties outside of the
Uni ted States;

(8) Enpl oyees who (a) are not citizens of the United States, (b)
are not covered by chapter 41.48 RCW (c) are not excluded from
menber ship under this chapter or chapter 41.04 RCW (d) are residents

Code Rev/LL: seg 21 Z-0939. 1/ 04



©O© 00 N O Ol WDN P

e N
w N B O

14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37

of this state, and (e) make an irrevocable election to be excluded from
menbership, in witing, which is submtted to the director within
thirty days after enploynent in an eligible position;

(9) Enployees who are citizens of the United States and who reside
and perform duties for an enployer outside of the United States:
PROVI DED, That unl ess ot herw se excluded under this chapter or chapter
41. 04 RCW the enpl oyee may apply for nenbership (a) within thirty days
after enploynent in an eligible position and nenbership service credit
shall be granted from the first day of nenbership service, and (b)
after this thirty-day period, but nenbership service credit shall be
granted only if paynent is nmade for the noncredited nenbership service
under RCW 41.50.165(2), otherwi se service shall be from the date of
appl i cation.

Sec. 5. RCWA41.40.023 and 2001 ¢ 37 s 1 are each anmended to read
as follows:

Menbership in the retirenment systemshall consist of all regularly
conpensated enployees and appointive and elective officials of
enpl oyers, as defined in this chapter, with the foll owm ng excepti ons:

(1) Persons in ineligible positions;

(2) Enployees of the legislature except the officers thereof
el ected by the nenbers of the senate and the house and |egislative
comm ttees, unless nenbership of such enpl oyees be authorized by the
said comm ttee;

(3)(a) Persons holding elective offices or persons appointed
directly by the governor: PROVIDED, That such persons shall have the
option of applying for nenbership during such periods of enploynent:
AND PROVI DED FURTHER, That any persons holding or who have held
el ective offices or persons appointed by the governor who are nenbers
in the retirenent system and who have, prior to becom ng such nenbers,
previously held an elective office, and did not at the start of such
initial or successive terns of office exercise their option to becone
menbers, may apply for nenbership to be effective during such term or
ternms of office, and shall be allowed to establish the service credit
applicable to such termor terns of office upon paynent of the enpl oyee
contributions therefor by the enployee with interest as determ ned by
the director and enployer contributions therefor by the enployer or
enpl oyee with interest as determned by the director: AND PROVI DED
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FURTHER, That all contributions with interest submtted by the enpl oyee
under this subsection shall be placed in the enployee's individua
account in the enployee's savings fund and be treated as any other
contribution nade by the enployee, wth the exception that any
contributions submtted by the enployee in paynent of the enployer's
obligation, together with the interest the director may apply to the
enpl oyer's contribution, shall not be considered part of the nenber's
annuity for any purpose except w thdrawal of contri butions;

(b) A nmenber holding elective office who has elected to apply for
menbership pursuant to (a) of this subsection and who | ater w shes to
be eligible for a retirenment allowance shall have the option of ending
his or her nenbership in the retirenent system A nenber wi shing to
end his or her nenbership under this subsection nust file, on a form
supplied by the departnent, a statenent indicating that the nenber
agrees to irrevocably abandon any claimfor service for future periods
served as an elected official. Except for nenbers in state elective
positions, a nmenber who receives nore than fifteen thousand doll ars per
year in conpensation for his or her elective service, adjusted annually
for inflation by the director, is not eligible for the option provided
by this subsection (3)(b). A nenber in a state elective position may
apply to end his or her nenbership and be eligible for a retirenent
al l owance during a ninety-day period at the begi nning of each term of
office regardless of the conpensation they receive for elective
service;

(4) Enpl oyees hol di ng nenbership in, or receiving pension benefits
under, any retirenent plan operated wholly or in part by an agency of
the state or political subdivision thereof, or who are by reason of
their current enploynent contributing to or otherw se establishing the
right to receive benefits from any such retirenent plan except as
fol | ows:

(a) In any case where the retirenent system has in existence an
agreenent with another retirenment systemin connection wth exchange of
service credit or an agreenment whereby nenbers can retain service
credit in nore than one system such an enployee shall be allowed
menbership rights should the agreenent so provide;

(b) An enpl oyee shall be all owed nenbership if otherw se eligible
whil e receiving survivor's benefits;
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(c) An enpl oyee shall not either before or after June 7, 1984, be
excluded from nenbership or denied service credit pursuant to this
subsection solely on account of: (i) Menbership in the plan created
under chapter 2.14 RCW or (ii) enrollnment under the relief and
conpensati on provisions or the pension provisions of the volunteer fire
fighters' relief and pension fund under chapter 41.24 RCW

(d) Except as provided in RCW41.40.109, on or after July 25, 1999,
an enployee shall not be excluded from nenbership or denied service
credit pursuant to this subsection solely on account of participation
in a defined contribution pension plan qualified under section 401 of
the internal revenue code;

(e) Enpl oyees who have been reported in the retirenent system prior
to July 25, 1999, and who participated during the sanme period of tinme
in a defined contribution pension plan qualified under section 401 of
the internal revenue code and operated wholly or in part by the

enpl oyer, shall not be excluded from previous retirenent system
menber shi p and service credit on account of such participation;
(5) Patient and inmate help in state charitable, penal, and

correctional institutions;

(6) "Menbers" of a state veterans' hone or state soldiers' hone;

(7) Persons enployed by an institution of higher |learning or
community college, primarily as an incident to and in furtherance of
their education or training, or the education or training of a spouse;

(8) Enployees of an institution of higher l|earning or comrmunity
coll ege during the period of service necessary to establish eligibility
for menbership in the retirenent plans operated by such institutions;

(9) Persons rendering professional services to an enployer on a
fee, retainer, or contract basis or when the incone fromthese services
is less than fifty percent of the gross incone received from the
person's practice of a profession,;

(10) Persons appointed after April 1, 1963, by the |iquor control
board as agency vendors;

(11) Enployees of a labor guild, association, or organization:
PROVI DED, That elective officials and enployees of a |abor quild,
associ ation, or organi zation which qualifies as an enployer within this
chapter shall have the option of applying for nenbership;

(12) Retirenent system retirees: PROVI DED, That follow ng
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reenploynment in an eligible position, a retiree nmay elect to
prospectively becone a nenber of the retirenment system if otherw se
el i gi bl e;

(13) Persons enployed by or appointed or elected as an official of
a first class city that has its own retirenment system PROVIDED, That
any nenber el ected or appointed to an elective office on or after April
1, 1971, shall have the option of continuing as a nenber of this system
in lieu of becomng a nenber of the city system A nenber who el ects
to continue as a nenber of this systemshall pay the appropriate nenber
contributions and the city shall pay the enpl oyer contributions at the
rates prescribed by this chapter. The city shall also transfer to this
system all of such nenber's accunulated contributions together wth
such further amounts as necessary to equal all enployee and enpl oyer
contributions which would have been paid into this system on account of
such service with the city and thereupon the nenber shall be granted
credit for all such service. Any city that beconmes an enployer as
defined in RCW41.40.010(4) as the result of an individual's election
under this subsection shall not be required to have all enployees
covered for retirenment under the provisions of this chapter. Nothing
in this subsection shall prohibit a city of the first class with its
own retirenent system from (a) Transferring all of its current
enpl oyees to the retirenent system established under this chapter, or
(b) allowing newly hired enployees the option of continuing coverage
under the retirenent system established by this chapter.

Notw t hstanding any other provision of +this chapter, persons
transferring from enployment with a first class city of over four
hundred thousand population that has its own retirenent system to
enpl oynent with the state departnent of agriculture may elect to renain
within the retirenent system of such city and the state shall pay the
enpl oyer contributions for such persons at like rates as prescribed for
enpl oyers of other nmenbers of such system

(14) Enpl oyees who (a) are not citizens of the United States, (b)
do not reside in the United States, and (c) perform duties outside of
the United States;

(15) Enpl oyees who (a) are not citizens of the United States, (b)
are not covered by chapter 41.48 RCW (c) are not excluded from
menber shi p under this chapter or chapter 41.04 RCW (d) are residents
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of this state, and (e) make an irrevocable election to be excluded from
menbership, in witing, which is submtted to the director wthin
thirty days after enploynent in an eligible position;

(16) Enpl oyees who are citizens of the United States and who reside
and perform duties for an enployer outside of the United States:
PROVI DED, That unl ess ot herw se excluded under this chapter or chapter
41. 04 RCW the enpl oyee may apply for nenbership (a) within thirty days
after enploynent in an eligible position and nenbership service credit
shall be granted from the first day of nenbership service, and (b)
after this thirty-day period, but nenbership service credit shall be
granted only if paynent is nmade for the noncredited nenbership service
under RCW 41.50.165(2), otherwi se service shall be from the date of
appl ication;

(17) The city manager or chief admnistrative officer of a city or
town, other than a retiree, who serves at the pleasure of an appointing
authority: PROVI DED, That such persons shall have the option of
applying for nenbership wthin thirty days from date of their
appoi ntnent to such positions. Persons serving in such positions as of
April 4, 1986, shall continue to be nenbers in the retirenent system
unl ess they notify the director in witing prior to Decenber 31, 1986,
of their desire to withdraw from nenbership in the retirenent system
A nmenber who wi thdraws from nenbership in the systemunder this section
shall receive a refund of the nenber's accunul ated contri butions.

Persons serving in such positions who have not opted for nenbership
within the specified thirty days, my do so by paying the anount
requi red under RCW 41.50.165(2) for the period fromthe date of their
appointment to the date of acceptance into nenbership;

(18) Persons serving as: (a) The chief adm nistrative officer of
a public utility district as defined in RCW 54.16.100; (b) the chief
adm nistrative officer of a port district fornmed under chapter 53.04
RCW or (c) the chief admnistrative officer of a county who serves at
t he pl easure of an appointing authority: PROVIDED, That such persons
shall have the option of applying for nenbership within thirty days
fromthe date of their appointnent to such positions. Persons serving
in such positions as of July 25, 1999, shall continue to be nenbers in
the retirenment systemunless they notify the director in witing prior
to Decenber 31, 1999, of their desire to wthdraw from nenbership in
the retirenment system A nenber who w thdraws from nenbership in the
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system under this section shall receive a refund of the nenber's
accunul ated contributions wupon termnation of enploynent or as
otherwi se consistent with the plan's tax qualification status as
defined in internal revenue code section 401.

Persons serving in such positions who have not opted for nenbership
within the specified thirty days, may do so at a later date by paying
t he amount required under RCW 41.50.165(2) for the period fromthe date
of their appointnent to the date of acceptance into nenbership;

(19) Persons enrolled in state-approved apprenticeship prograns,
aut hori zed under chapter 49.04 RCW and who are enployed by |ocal
governnments to earn hours to conpl ete such apprenticeship prograns, if
the enployee is a nmenber of a union-sponsored retirenent plan and is
maki ng contributions to such a retirenent plan or if the enployee is a
menber of a Taft-Hartley retirenent plan;

(20) Beginning on July 22, 2001, persons enployed exclusively as
trainers or trainees in resident apprentice training prograns operated
by housing authorities authorized under chapter 35.82 RCW (a) if the
trainer or trainee is a nenber of a union-sponsored retirenent plan and
is making contributions to such a retirenent plan or (b) if the
enpl oyee is a nenber of a Taft-Hartley retirenent plan.

--- END ---
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Part-Time Educational Staff Associates (ESAs)

Background

Current TRS 1 statutes allow less-than-full-time members who spend more than
seventy-five percent of their time as classroom instructors, librarians, or
counselors to annualize their salaries upon retirement so as to receive
proportionate retirement benefits. School Counselors are Certified ESAs, and are
the only category of ESAs allowed to annualize their salaries in the same manner
as teachers and librarians. Other categories of ESAs include Psychologists,
Social Workers, Nurses, Physical Therapists, Occupational Therapists and
Speech Language Pathologists or Audiologists. None of these latter categories
are currently allowed to annualize their salaries in order to receive proportionate
retirement benefits for less-than-full-time service.

Committee Activity

Presentation:
November 18, 2003 — Executive Committee Meeting
December 16, 2003 — Full Committee Meeting

Proposal Approved:
December 16, 2003 — Full Committee Meeting

Recommendation to Legislature

Permit all part-time ESAs in TRS 1 to annualize their salaries in order to receive
proportionate retirement benefits for less-than-full-time service.

Staff Contact

Laura Harper — 360-586-7616 — harper_la@leg.wa.gov



Select Committee on Pension Policy

Part-time Education

Staff Associates

(December 10, 2003)

Issue

Staff

Members Impacted

Current Situation

History

Allow Certified Educational Staff Associates
(ESAs) in the Teachers Retirement System (TRS)
Plan 1 to annualize their salaries when
calculating their average final compensation so
they may receive proportionate retirement
benefits.

Laura Harper, (360) 586-7616

This proposal impacts 41 part-time ESAs in TRS
Plan 1.

Current TRS 1 statutes allow less-than-full-time
members who spend more than seventy-five
percent of their time as classroom instructors,
librarians, or counselors to annualize their
salaries upon retirement so as to receive
proportionate retirement benefits. School
Counselors are Certified ESAs, and are the only
category of ESAs allowed to annualize their
salaries in the same manner as teachers and
librarians. Other categories of ESAs include
Psychologists, Social Workers, Nurses, Physical
Therapists, Occupational Therapists and Speech
Language Pathologists or Audiologists. None of
these latter categories are currently allowed to
annualize their salaries in order to receive
proportionate retirement benefits for less-than-
full-time service.

There is no legislative history on this item. This
proposal was introduced to the Joint Committee
on Pension Policy by correspondence from the
Chair of the Professional Educator Standards

December 16, 2003
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Select ommittee on Pension Policy

Board dated October 29, 2002. The Joint
Committee deferred consideration of this matter
until 2003.

Example
Under current law an ESA who is not a counselor and who works half time for

30 years receives half the retirement benefit of a counselor despite making the
same salary and contributions.

Full-Time Half-Time Half-Time

ESA Counselor Nurse
Salary $50,000 $25,000 $25,000
Annual Contributions $3,000 $1,500 $1,500
Retirement Benefit $30,000 $15,000 $7,500

Policy Analysis

There are seven Educational Staff Associate (ESA) positions employed by school
districts: School Counselor, Psychologist, Social Worker, Nurse, Physical
Therapist, Occupational Therapist, and Speech Language Pathologist or
Audiologist. As in the case of teachers, those engaged in these activities must
be certified.

According to the Superintendent of Public Instruction, the educational
standards and certification course for these positions may be more rigorous
than that of teachers. Counselors, psychologists, social workers and speech
language pathologists/audiologists all require a Master’s degree plus passage
of a state-approved 30-hour certification course. Occupational therapists,
physical therapists, and nurses require a Bachelor’s degree plus the same 30-
hour certification course.

The Legislative Evaluation and Accountability Program (LEAP) quantifies the
education and training requirements for these positions in what is called a mix
factor. A position with a mix factor of 1 requires a Bachelor’s degree and no
experience. In the latest School District Personnel Summary Profiles for the
2002-2003 school year, the mix factors for ESAs averaged 1.67 while the mix
factor for teachers averaged 1.58.

December 16,2003 1003 Interim lssues
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Stakeholder Input

See attachment from Professional Educator Standards Board dated October 29,
2002.

Options

Only one option is proposed: to allow all currently excluded part-time ESAs in
TRS 1 to annualize their salaries for determining their average final
compensation and thus receive proportionate retirement benefits.

Administrative Impact (DRS)

Input requested.

Executive Committee Recommendation

On November 18, 2003, this matter was recommended for consideration by the
Select Committee on Pension Policy.

Bill Draft
See attachment.
Fiscal Note (Draft)

See attachment.

Decenbe 6, 100 1003 Interm sue Puge3 o3
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STATE OF WASHINGTON
PROFESSIONAL EDUCATOR STANDARDS BOARD

Ol Capitol Building. PO. Box 47236 « Olynupia, WA 98504-7236 ¢ (360) 725-6275 « 1ax (360) 580-4548
wuanpesh.wa.gov

October 29, 2002

Olympia, WA 98504-0449
Dear Senator Carlson:

According to RCW 41.32.010, public schoot district or community college employecs in an
instructional position cmployed less than full-time and participating in the Teachers’ Retircment
Systcm (TRS) may clect to have eanable compensation defined as the compensation the
member would have received in the same position if employed on a regular full-time basis for
“the same contract period. This is for the purpose of calculating retirement benefits to ensurc that
members who receive fractional service credit under RCW 41.32.270 receive bencfits
proportional to those reccived by members who have received full-time service credit. The
RCW dcfines “instructional position”, however, as a position in which more than seventy-five
percent of the member's timc is spent as a classroom instructor, (including office hours), a
librarian, or a school counselor. ESAs typically spend morc than 75% of their day in dircct
contact with students, just not as “classroom instructors™ as required by the current statute.

The Professional Educator Standards Board adviscs statc policymakers on issues af(ecting
certificd Washington cducators, including ccrtificd educational staff associatcs (ESAs).

Through our work we've become keenly aware of the crucial role all ESAs play in supporting
student learning. In addition to the role of school counselors referenced in RCW 41.32, certificd
ES As atso include school psychologists, social workers, spcech and language pathologists,
audiologists, school nurses, school occupational therapists, and school physical therapists.

Morc than cver, children arrive at school doors with complex needs that arc real barriers (o
icaming. By addressing the physical, cmotional, social and educational nceds of the whole child,

ESAs make it possiblc for learning to occur. We, along with the Washington Education

Association, encourage the Joint Committee on Pension Policy to consider recommending to the |

legislaturc a change in current RCW that recognizes the contribution of these ESAs and expands
the definition of members eligible for this provision to include all ESAs. We roughly estimate

this provision would affcct at the most 600 certificd Educational Staff Associatcs, but recognize
that the Office of the State Actuary is better positioned to determine the true fiscal impact of this

policy change.

&




/v-86-02 @4:36 PM DON M. CARLSON 60 ST4 4555

We realizc, and apologize, that this is quite late in the legislative intcrim process. Wc appreciate
the workload the JCPP has taken upon itself this interim, and hope that you can find time to
address this one small additional issue.

Sincerely.

cc: Members of the Joint Commiittee on Pension Policy




FISCAL NOTE - DRAFT

REQUEST NO.
RESPONDING AGENCY: CODE: DATE: BILL NUMBER:
Office of the State Actuary 035 12/09/03  Z-0933.1/04

SUMMARY OF BILL:

This bill impacts the Teachers’ Retirement System (TRS) Plan 1 by allowing Certified Educational Staff
Associates (ESAs) to annualize their salaries when calculating their average final compensation so they
may receive proportionate retirement benefits.

Effective Date: 90 days after session

CURRENT SITUATION:

Current TRS 1 statutes allow less-than-full-time members who spend more than seventy-five percent of
their time as classroom instructors, librarians or counselors to annualize their salaries upon retirement so
as to receive proportionate retirement benefits. School counselors are Certified ESAs, and are the only
category of ESAs allowed to annualize their salaries in the same manner as teachers and librarians. Other
categories of ESAs (not allowed to annualize their salaries) include Psychologists, Social Workers, Nurses,
Physical Therapists and Speech Language Pathologists or Audiologists.

MEMBERS IMPACTED:

We estimate that 41 TRS 1 active members out of the total 12,456 active members of this system would be
affected by this bill.

We estimate that for a typical member impacted by this bill, the increase in benefits would be to double
their benefit (based on annualizing their pay using their service credit, the actual annualizing method could
be different). These 41 members currently have 12.4 years of service and estimated average final
compensation of $25,283 and a benefit of $6,275 before this change. After this change their estimated
average final compensation would be $46,812 and their current benefit would increase to $11,619

ASSUMPTIONS:

In absence of individual member data we assumed that the member's pay would increase in proportion to
their fractional service credit. In other words, a member who currently receives half a year of service credit,
would have their average final compensation doubled for this purpose.

1 O:\Fiscal Notes\Fisnts 2004\Z-0933.1-04.wpd



FISCAL IMPACT:
Actuarial Determinations:

The bill will impact the actuarial funding of the system by increasing the present value of benefits payable
under the System and the required actuarial contribution rate as shown below:

Teachers Retirement System Plan 1

(Dollars in Millions) Current Increase Total

Actuarial Present Value of Projected Benefits $10,209 $26 $10,212
(The Value of the Total Commitment to all Current Members)

Unfunded Actuarial Accrued Liability $586 $2.6 $589
(The Portion of the Plan 1 Liability that is Amortized at 2024)

Unfunded Liability (PBO) $236 $2.1 $238

(The Value of the Total Commitment to all Current Members
Attributable to Past Service)

Increase in Contribution Rates:
Employee 0.0046%
Employer State 0.0046%

Fiscal Budget Determinations:

None. The estimated increase in the required employer contribution rate is less than .005% and therefore
will not round up to the minimum increase of .01%.

2 O:\Fiscal Notes\Fisnts 2004\Z-0933.1-04.wpd



STATEMENT OF DATA AND ASSUMPTIONS USED IN PREPARING THIS FISCAL NOTE:

The costs presented in this fiscal note are based on our understanding of the bill as well as generally accepted
actuarial standards of practice including the following:

1. Costs were developed using the same membership data, methods, assets and assumptions as those used in
preparing the September 30,2002 actuarial valuation report of the Teachers’ Retirement System.

2. As with the costs developed in the actuarial valuation, the emerging costs of the System will vary from those
presented in the valuation report or this fiscal note to the extent that actual experience differs from that projected
by the actuarial assumptions.

3. Additional assumptions used to evaluate the cost impact of the bill which were not used or disclosed in the
actuarial valuation report include the following: None.

4. The analysis of this bill does not consider any other proposed changes to the system. The combined effect of
several changes to the system could exceed the sum of each proposed change considered individually.

5. This fiscal note is intended for use only during the 2003 Legislative Session.

6. The funding method used for Plan 1 utilizes the Plan 2/3 employer/state rate as the Normal Cost and amortizes
the remaining liability (UAAL) by the year 2024. Benefit increases to Plan 2/3 will change the UAAL in Plan 1.
The cost of benefit increases to Plan 1 increases the UAAL.

7. Plan 2/3 utilizes the Aggregate Funding Method. The cost of Plan 2/3 is spread over the average working lifetime
of the current active Plan 2/3 members.

GLOSSARY OF ACTUARIAL TERMS:

Actuarial Present Value: The value of an amount or series of amounts payable or receivable at various times,
determined as of a given date by the application of a particular set of Actuarial Assumptions (i.e. interest rate, rate of
salary increases, mortality, etc.)

Projected Benefits: Pension benefit amounts which are expected to be paid in the future taking into account such
items as the effect of advancement in age as well as past and anticipated future compensation and service credits.

Normal Cost: Computed differently under different funding methods, the normal cost generally represents the
portion of the cost of projected benefits allocated to the current plan year.

Unfunded Actuarial Accrued Liability (UAAL): The cost of Plan 1 is divided into two pieces:

«  The Normal Cost portion is paid over the working lifetime of the Plan 1 active members. The remaining cost is
called the UAAL.

«  The UAAL is paid for by employers as a percent of the salaries of all plan 1, 2 and 3 members until the year
2024.

Pension Benefit Obligation (PBO): The portion of the Actuarial Present Value of future benefits attributable to
service credit that has been earned to date (past service).

Unfunded Liability (Unfunded PBO): The excess, if any, of the Pension Benefit Obligation over the Valuation
Assets. This is the portion of all benefits earned to date that are not covered by plan assets.

3 O:\Fiscal Notes\Fisnts 2004\Z-0933.1-04.wpd
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AN ACT Relating to allowng nenbers of the teachers' retirenent
system plan 1 who are enployed less than full time as psychol ogi sts,
soci al workers, nurses, physical therapists, occupational therapists,
or speech | anguage pathologists or audiologists to annualize their
salaries when calculating their average final conpensation; and
amendi ng RCW 41. 32. 010.

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

Sec. 1. RCWA41.32.010 and 2003 ¢ 31 s 1 are each anmended to read
as follows:

As used in this chapter, unless a different neaning is plainly
requi red by the context:

(1)(a) "Accumul ated contributions” for plan 1 nmenbers, neans the
sum of all regular annuity contributions and, except for the purpose of
wthdrawal at the tinme of retirenment, any anount paid under RCW
41.50.165(2) with regular interest thereon.

(b) "Accumul ated contributions” for plan 2 nenbers, neans the sum
of all contributions standing to the credit of a nenber in the nenber's
i ndi vi dual account, including any anount paid under RCW 41.50. 165(2),
together with the regular interest thereon.

Code Rev/LL: seg 1 Z-0933.1/ 04
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(2) "Actuarial equivalent" nmeans a benefit of equal value when
conputed upon the basis of such nortality tables and regul ations as
shal | be adopted by the director and regul ar interest.

(3) "Annuity" neans the noneys payable per year during life by
reason of accunul ated contri butions of a nenber.

(4) "Menber reserve" neans the fund in which all of the accunul ated
contributions of nenbers are held.

(5 (a) "Beneficiary" for plan 1 nenbers, neans any person in
receipt of a retirenment allowance or other benefit provided by this
chapter.

(b) "Beneficiary" for plan 2 and plan 3 nenbers, neans any person
in receipt of a retirenent allowance or other benefit provided by this
chapter resulting from service rendered to an enployer by another
per son.

(6) "Contract" mneans any agreenent for service and conpensation
bet ween a nenber and an enpl oyer.

(7) "Creditable service" neans nenbership service plus prior
service for which credit is allowable. This subsection shall apply
only to plan 1 nenbers.

(8) "Dependent" neans receiving one-half or nore of support froma
menber .

(9) "Disability allowance" means nonthly paynments during
disability. This subsection shall apply only to plan 1 nenbers.

(10)(a) "Earnabl e conpensation” for plan 1 nenbers, neans:

(i) Al salaries and wages paid by an enployer to an enployee
menber of the retirenment system for personal services rendered during
a fiscal year. In all cases where conpensation includes naintenance
the enpl oyer shall fix the value of that part of the conpensation not
paid in noney.

(i1) For an enployee nenber of the retirenent systemteaching in an
ext ended school year program two consecutive extended school years, as
defined by the enployer school district, may be used as the annua
period for determ ning earnable conpensation in lieu of the two fiscal
years.

(1i1) "Earnabl e conpensation” for plan 1 nenbers al so includes the
followi ng actual or inputed paynents, which are not paid for persona
servi ces:

Code Rev/LL: seg 2 Z-0933.1/ 04
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(A) Retroactive paynents to an individual by an enployer on
reinstatenment of the enployee in a position, or paynents by an enpl oyer
to an individual in lieu of reinstatenent in a position which are
awarded or granted as the equival ent of the salary or wages which the
i ndi vidual would have earned during a payroll period shall be
consi dered earnabl e conpensation and the individual shall receive the
equi val ent service credit.

(B) If a leave of absence, w thout pay, is taken by a nenber for
t he purpose of serving as a nenber of the state | egislature, and such
menber has served in the legislature five or nore years, the salary
whi ch woul d have been received for the position fromwhich the | eave of
absence was taken shall be considered as conpensation earnable if the
enpl oyee's contribution thereon is paid by the enployee. In addition,
where a nenber has been a nenber of the state legislature for five or
nore years, earnable conpensation for the nenber's two highest
conpensated consecutive years of service shall include a sum not to
exceed thirty-six hundred dollars for each of such two consecutive
years, regardless of whether or not l|egislative service was rendered
during those two years.

(tv) For menbers enployed less than full time under witten
contract with a school district, or comunity college district, in an
i nstructional position, for which the nenber receives service credit of
| ess than one year in all of the years used to determ ne the earnable
conpensation used for conputing benefits due under RCW 41.32.497,
41.32.498, and 41.32.520, the nenber nmay elect to have earnable
conpensation defined as provided in RCW41. 32. 345. For the purposes of
this subsection, the term"instructional position” neans a position in
whi ch nore than seventy-five percent of the nenber's tine is spent as
a classroom instructor (including office hours), a Ilibrarian, a
psychologist, a social worker, a nurse, a physical therapist, an
occupational therapist, a speech |anguage pathologist or audi ol ogist,
or a counselor. Earnable conpensation shall be so defined only for the
pur pose of the calculation of retirenent benefits and only as necessary
to insure that nenbers who receive fractional service credit under RCW
41.32.270 receive benefits proportional to those received by nenbers
who have received full-tinme service credit.

(v) "Earnabl e conpensation"” does not include:

Code Rev/LL: seg 3 Z-0933. 1/ 04
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(A) Remuneration for wunused sick |eave authorized under RCW
41. 04. 340, 28A. 400.210, or 28A. 310.490;

(B) Renmuneration for unused annual |eave in excess of thirty days
as aut horized by RCW43.01. 044 and 43. 01. 041.

(b) "Earnable conpensation” for plan 2 and plan 3 nenbers, neans
salaries or wages earned by a nenber during a payroll period for
personal services, including overtine paynents, and shall include wages
and sal ari es deferred under provisions established pursuant to sections
403(b), 414(h), and 457 of the United States Internal Revenue Code, but
shal | exclude | unp sum paynents for deferred annual sick |eave, unused
accunul ated vacation, unused accunul ated annual |eave, or any form of
severance pay.

"Earnabl e conpensation” for plan 2 and plan 3 nmenbers al so includes
the foll owi ng actual or inputed paynents which, except in the case of
(b)(ii)(B) of this subsection, are not paid for personal services:

(1) Retroactive paynents to an individual by an enployer on
reinstatenment of the enployee in a position or paynents by an enpl oyer
to an individual in lieu of reinstatenent in a position which are
awarded or granted as the equival ent of the salary or wages which the
i ndividual would have earned during a payroll period shall be
consi dered earnabl e conpensation, to the extent provided above, and the
i ndi vi dual shall receive the equivalent service credit.

(1i) In any year in which a nenber serves in the |legislature the
menber shall have the option of having such nenber's earnable
conpensati on be the greater of:

(A) The earnable conpensation the nenber would have received had
such nenber not served in the legislature; or

(B) Such nenber's actual earnable conpensation received for
teaching and legislative service conbined. Any additional
contributions to the retirenent system required because conpensation
earnable under (b)(ii)(A) of this subsection is greater than
conpensati on earnabl e under (b)(ii)(B) of this subsection shall be paid
by the nenber for both nenber and enpl oyer contributions.

(11) "Enpl oyer" neans the state of Washington, the school district,
or any agency of the state of Washi ngton by which the nenber is paid.

(12) "Fiscal year" neans a year which begins July 1st and ends June
30th of the follow ng year.

Code Rev/LL: seg 4 Z-0933.1/ 04
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(13) "Former state fund® neans the state retirenent fund in
operation for teachers under chapter 187, Laws of 1923, as anended.

(14) "Local fund" neans any of the local retirenent funds for
teachers operated in any school district in accordance with the
provi sions of chapter 163, Laws of 1917 as anended.

(15) "Menber" neans any teacher included in the nenbership of the
retirenent system Also, any other enpl oyee of the public schools who,
on July 1, 1947, had not elected to be exenpt from nenbershi p and who,
prior to that date, had by an authorized payroll deduction, contributed
to the nmenber reserve.

(16) "Menbership service" nmeans service rendered subsequent to the
first day of eligibility of a person to nenbership in the retirenent
system PROVI DED, That where a nenber is enployed by two or nore
enpl oyers the individual shall receive no nore than one service credit
nmont h during any cal endar nonth in which nmultiple service is rendered.
The provisions of this subsection shall apply only to plan 1 nenbers.

(17) "Pension" neans the noneys payable per year during life from
t he pension reserve.

(18) "Pension reserve" is a fund in which shall be accunul ated an
actuarial reserve adequate to neet present and future pension
liabilities of the systemand fromwhich all pension obligations are to
be pai d.

(19) "Prior service" nmeans service rendered prior to the first date
of eligibility to menbership in the retirement systemfor which credit
is allowable. The provisions of this subsection shall apply only to
pl an 1 nenbers.

(20) "Prior service contributions" neans contributions nade by a
menber to secure credit for prior service. The provisions of this
subsection shall apply only to plan 1 nenbers.

(21) "Public school"” nmeans any institution or activity operated by
the state of Washington or any instrunmentality or political subdivision
t hereof enploying teachers, except the University of Wshington and
Washi ngton State University.

(22) "Regular contributions” means the anmounts required to be
deducted fromthe conpensation of a nenber and credited to the nenber's
i ndi vidual account in the nmenber reserve. This subsection shall apply
only to plan 1 nenbers.

Code Rev/LL: seg 5 Z-0933. 1/ 04
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(23) "Reqgular interest” neans such rate as the director may
det erm ne.

(24)(a) "Retirenent allowance" for plan 1 nenbers, neans nonthly
paynents based on the sum of annuity and pension, or any optional
benefits payable in lieu thereof.

(b) "Retirenment allowance" for plan 2 and plan 3 nenbers, neans
monthly paynments to a retiree or beneficiary as provided in this
chapter.

(25) "Retirement systemi neans the Washington state teachers’
retirement system

(26)(a) "Service" for plan 1 nenbers neans the tine during which a
menber has been enpl oyed by an enpl oyer for conpensation.

(1) I'f a menber is enployed by two or nore enpl oyers the individual
shal |l receive no nore than one service credit nonth during any cal endar
month in which multiple service is rendered.

(1i1) As authorized by RCW 28A.400.300, up to forty-five days of
sick leave may be creditable as service solely for the purpose of
determning eligibility to retire under RCW 41. 32. 470.

(ti1) As authorized in RCWA41.32. 065, service earned in an out-of -
state retirenent systemthat covers teachers in public schools my be
applied solely for the purpose of determning eligibility to retire
under RCW 41. 32. 470.

(b) "Service" for plan 2 and plan 3 nenbers, neans periods of
enpl oynent by a nenber for one or nore enployers for which earnable
conpensation is earned subject to the follow ng conditions:

(i) A nmenber enployed in an eligible position or as a substitute
shall receive one service credit nonth for each nonth of Septenber
t hrough August of the following year if he or she earns earnable
conpensation for eight hundred ten or nore hours during that period and
is enployed during nine of those nonths, except that a nmenber may not
receive credit for any period prior to the nenber's enploynent in an
eligible position except as provided in RCW41. 32. 812 and 41. 50. 132;

(ii) I'f a nmenber is enployed either in an eligible position or as
a substitute teacher for nine nonths of the twelve nonth period between
Septenber through August of the followng year but earns earnable
conpensation for less than eight hundred ten hours but for at |east six
hundred thirty hours, he or she will receive one-half of a service
credit nmonth for each nonth of the twelve nonth period;

Code Rev/LL: seg 6 Z-0933.1/04
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(tit) Al other nenbers in an eligible position or as a substitute
teacher shall receive service credit as foll ows:

(A) A service credit nonth is earned in those cal endar nonths where
earnabl e conpensation is earned for ninety or nore hours;

(B) A half-service credit nonth is earned in those cal endar nonths
where earnable conpensation is earned for at |east seventy hours but
| ess than ninety hours; and

(© A quarter-service credit nonth is earned in those cal endar
nmont hs where earnable conpensation is earned for |ess than seventy
hour s.

(1v) Any person who is a nenber of the teachers' retirenment system
and who is elected or appointed to a state elective position my
continue to be a nenber of the retirenment system and continue to
receive a service credit nonth for each of the nmonths in a state
el ective position by maki ng the required nenber contributions.

(v) Wen an individual is enployed by two or nore enployers the
i ndi vidual shall only receive one nonth's service credit during any
cal endar nonth in which multiple service for ninety or nore hours is
render ed.

(vi) As authorized by RCW 28A.400.300, up to forty-five days of
sick leave may be creditable as service solely for the purpose of
determning eligibility to retire under RCW41. 32.470. For purposes of
plan 2 and plan 3 "forty-five days" as used in RCW 28A.400. 300 is equal
to two service credit nonths. Use of |ess than forty-five days of sick
| eave is creditable as allowed under this subsection as foll ows:

(A) Less than el even days equals one-quarter service credit nonth;

(B) Eleven or nore days but less than twenty-two days equal s one-
hal f service credit nonth;

(© Twenty-two days equals one service credit nonth;

(D) More than twenty-two days but less than thirty-three days
equal s one and one-quarter service credit nonth;

(E) Thirty-three or nore days but less than forty-five days equal s
one and one-half service credit nonth.

(vii) As authorized in RCWA41.32.065, service earned in an out-of -
state retirenment systemthat covers teachers in public schools may be
applied solely for the purpose of determning eligibility to retire
under RCW 41. 32. 470.

Code Rev/LL: seg 7 Z-0933.1/04
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(viii) The departnment shall adopt rules inplenmenting this
subsecti on.

(27) "Service credit year" neans an accunmulation of nonths of
service credit which is equal to one when divided by twel ve.

(28) "Service credit nonth" nmeans a full service credit nonth or an
accunul ation of partial service credit nonths that are equal to one.

(29) "Teacher"™ neans any person qualified to teach who is engaged
by a public school in an instructional, adm nistrative, or supervisory
capacity. The termincludes state, educational service district, and
school district superintendents and their assistants and all enpl oyees
certificated by the superintendent of public instruction; and in
addition thereto any full time school doctor who is enployed by a
public school and renders service of an instructional or educationa
nat ur e.

(30) "Average final conpensation” for plan 2 and plan 3 nenbers,
means the nenber's average earnable conpensation of the highest
consecutive sixty service credit nonths prior to such nmenber's
retirenment, termnation, or death. Periods constituting authorized
| eaves of absence may not be used in the cal cul ation of average final
conpensati on except under RCW41.32.810(2).

(31) "Retiree" neans any person who has begun accruing a retirenent
al l omance or other benefit provided by this chapter resulting from
service rendered to an enployer while a nenber.

(32) "Departnent" neans the departnent of retirenent systens
created in chapter 41.50 RCW

(33) "Director” neans the director of the departnent.

(34) "State elective position" nmeans any position held by any
person el ected or appointed to statewide office or el ected or appointed
as a menber of the |egislature.

(35) "State actuary" or "actuary" neans the person appointed
pursuant to RCW 44. 44.010(2).

(36) "Substitute teacher" neans:

(a) A teacher who is hired by an enployer to work as a tenporary
teacher, except for teachers who are annual contract enployees of an
enpl oyer and are guaranteed a m ni mrum nunber of hours; or

(b) Teachers who either (i) work in ineligible positions for nore
t han one enployer or (ii) work in an ineligible position or positions
together with an eligible position.

Code Rev/LL: seg 8 Z-0933.1/04



©O© 00 N O Ol WDN P

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37

(37)(a) "Eligible position" for plan 2 nmenbers from June 7, 1990,
t hrough Septenber 1, 1991, neans a position which normally requires two
or nore uninterrupted nonths of creditable service during Septenber
t hrough August of the follow ng year.

(b) "Eligible position" for plan 2 and plan 3 on and after
Septenber 1, 1991, neans a position that, as defined by the enployer,
normally requires five or nore nonths of at |east seventy hours of
ear nabl e conpensation during Septenber through August of the foll ow ng
year.

(c) For purposes of this chapter an enployer shall not define
"position” in such a manner that an enployee's nonthly work for that
enpl oyer is divided into nore than one position.

(d) The elected position of the superintendent of public
instruction is an eligible position.

(38) "Plan 1" neans the teachers' retirenment system plan 1
providing the benefits and funding provisions covering persons who
first becanme nenbers of the systemprior to Cctober 1, 1977.

(39) "Plan 2" neans the teachers' retirenment system plan 2
providing the benefits and funding provisions covering persons who
first becane nenbers of the system on and after COctober 1, 1977, and
prior to July 1, 1996.

(40) "Plan 3" neans the teachers' retirenent system plan 3
providing the benefits and funding provisions covering persons who
first becone nenbers of the system on and after July 1, 1996, or who
transfer under RCW 41. 32. 817.

(41) "Index" neans, for any calendar year, that year's annual
average consuner price index, Seattle, Washington area, for urban wage
earners and clerical workers, all itens conpiled by the bureau of |abor
statistics, United States departnent of |abor.

(42) "Index A" neans the index for the year prior to the
determ nation of a postretirenent adjustnent.

(43) "I ndex B" nmeans the index for the year prior to index A

(44) "Index year" neans the earliest calendar year in which the
index is nore than sixty percent of index A

(45) "Adjustnent ratio" neans the value of index A divided by index
B

(46) "Annual increase" neans, initially, fifty-nine cents per nonth
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per year of service which anmount shall be increased each July 1st by
three percent, rounded to the nearest cent.

(47) "Menber account” or "nmenber's account” for purposes of plan 3
means the sumof the contributions and earnings on behalf of the nenber
in the defined contribution portion of plan 3.

(48) "Separation from service or enploynent” occurs when a person
has term nated all enploynent with an enpl oyer.

(49) "Enployed" or "enployee" neans a person who is providing
services for conpensation to an enployer, unless the person is free
fromthe enployer's direction and control over the performance of work.
The departnment shall adopt rules and interpret this subsection
consistent wth common | aw.

~-- END ---
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PERS Public Safety Benefits

Background

There are an estimated 7,200 PERS 2/3 members with public safety law
enforcement responsibilities currently employed by the Washington State
department of corrections, the Washington State department of parks and
recreation, the Washington State gambling commission, the Washington State
patrol, the Washington State liquor control board, county corrections
departments, and city corrections departments not covered under first class city
retirement plans chapter 41.28 RCW.

These public safety employees are currently eligible to receive normal retirement
after 5 years of service and attainment of age 65; in Plan 3, it is 10 years of
service and attainment of age 65. A Plan 2 member may receive an actuarially
reduced early retirement after 20 years of service and attainment of age 55. A
member with 30 years of service and age 55 may receive a benefit reduced 3%
per year from age 65.

Because these groups do not meet all the statutory criteria for membership in
LEOFF 2, any proposed benefit increases would need to come either within the
PERS plans or via a separate plan.

Sub-Committee Activity

Presentation:

October 6, 2003, Sub-committee Meeting
November 14, 2003, Sub-committee Meeting
December 12, 2003, Sub-committee Meeting

Committee Activity

Presentation:
December 16, 2003, Full Committee Meeting

Recommendation to Legislature

Establish a public safety retirement plan for those PERS 2/3 members with
public safety law enforcement responsibilities, and establish new early
retirement buy-down and service credit purchase options for PERS 2/3 and
SERS 2/3 members.

Staff Contact

Robert Wm. Baker — 586-9237 — baker_bo@leg.wa.gov



Select Committee on Pension Policy

Public Safety Benefits

(December 12, 2003)

Issue

Staff

Members Impacted

Establishing a public safety retirement plan for
those PERS 2/3 members with public safety law
enforcement responsibilities, and establishing
new benefits for PERS 2/3 members in other
public safety high-risk occupations.

Robert Wm. Baker (360) 586-9237

There are an estimated 7,200 PERS 2/3
members with public safety law enforcement
responsibilities currently employed by the
Washington State department of corrections, the
Washington State department of parks and
recreation, the Washington State gambling
commission, the Washington State patrol, the
Washington State liquor control board, county
corrections departments, and city corrections
departments not covered under first class city
retirement plans chapter 41.28 RCW.

Those who would qualify for public safety
benefits average 41 years of age, 7.8 years of
member service, and $41,000 in salary.

Public safety employees with law enforcement
responsibilities are city corrections officers,
jailers, police support officers, custody officers,
and bailiffs; county corrections officers, jailers,
custody officers, and sheriffs corrections officers;
county probation officers, probation counselors,
and court services officers; state correctional
officers, correctional sergeants, and community
corrections officers; liquor enforcement officers;
park rangers; commercial vehicle enforcement
officers; and gambling special agents.

December 16, 2003
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Select ommittee on Pension Policy

Current Situation

History

There are an additional 500 PERS 2/3 members
employed in high-risk positions that involve
protecting the public but do not have law
enforcement responsibilities. These public
safety positions are Commercial Vehicle Officers
in the Washington State Patrol Commercial
Vehicles Division, Fire Marshals in the State Fire
Marshal’s Office, and Line Workers at Public
Utility Districts.

These public safety employees are currently
members of the Public Employees’ Retirement
System. The eligibility requirement to receive
normal retirement in PERS 2 is 5 years of
service and attainment of age 65; in Plan 3, it is
10 years of service and attainment of age 65. A
Plan 2 member may receive an actuarially
reduced early retirement after 20 years of service
and attainment of age 55. A member with 30
years of service and age 55 may receive a benefit
reduced 3% per year from age 65.

Numerous groups with some law enforcement
authority have sought membership in the
retirement plans for Law Enforcement Officers’
and Fire Fighters’ (LEOFF). A few of these
groups have been successful. Recently
Emergency Medical Technicians and Fish and
Wildlife enforcement officers have gained
membership in LEOFF 2 as they met all
statutory criteria for membership. Other groups
who have sought membership in LEOFF do not
meet these statutory criteria.

At the December 10, 2001 meeting of the Joint
Committee on Pension Policy (JCPP), the
committee passed a motion to study the issue of
“... providing additional public safety benefits to
certain members of the Public Employees’
Retirement System plans 2 and 3...”. The JCPP

December 16, 2003
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Select ommittee on Pension Policy

heard presentations and public testimony on
this issue during the June and July 2002
interim hearings. The committee did not
forward a recommendation to the full legislature.

Policy Analysis

Inclusion in the Law Enforcement portion of the Law Enforcement Officers’ and
Fire Fighters’ retirement plans requires law enforcement members to be
employed by any city, town, county, district, or general authority law
enforcement agency; to be commissioned and employed in a full-time, fully
compensated basis to enforce the criminal laws of the state of Washington;
pass a civil service examination, meet specific medical and health standards,
and complete the Criminal Justice Training Commission basic training.

Because those groups proposing enhanced benefits do not meet all the
statutory criteria for membership in LEOFF 2, benefit increases need to come
either within the PERS plans or via a separate plan.

Options

A new benefit tier within PERS with prospective membership
A new benefit tier within PERS with retroactive membership
A separate plan from PERS with prospective membership

A separate plan from PERS with retroactive membership

An optional early retirement buy-down program

nhwh=

Estimated Fiscal Impact of Options

See attachment (November 18" subcommittee report).

Subcommittee Recommendations

The PERS Public Safety Benefits Subcommittee recommended option 3 and to
draft a bill to create a separate public safety employees’ retirement plan with
prospective membership. Its benefit design would include:

Decenber 16,100 1003 Interm s T
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Select ommittee on Pension Policy

. Regular retirement at age 65 with 5 years of service

. Unreduced retirement allowance at age 60 with 10 years of service

. 3% early retirement reduction factor (ERF) from age 60 if age 53 with at
least 20 years of service

. Current disability benefit with an actuarial equivalent ERF from age 60

Membership would be limited to a statutory list of those PERS Plan 2 and Plan
3 members who have distinct law enforcement responsibilities.

Those responsibilities would include:

. The responsibility to provide public protection of lives and property as a
general duty of the job;

. a high degree of physical risk to one’s own personal safety;

. authority and power to arrest, conduct criminal investigations, and
enforce the criminal laws of the state of Washington;

. passage of a civil service examination or equivalent;

. completion of the Washington criminal justice training commission basic
training course or equivalent; and

. the authority to carry a firearm as part of the job.

Public safety members with law enforcement responsibilities would be city
corrections officers, jailers, police support officers, custody officers, and bailiffs;
county corrections officers, jailers, custody officers, and sheriffs corrections
officers; county probation officers, probation counselors, and court services
officers; state correctional officers, correctional sergeants, and community
corrections officers; liquor enforcement officers; park rangers; commercial
vehicle enforcement officers; and gambling special agents.

The PERS Public Safety Subcommittee also recommended option 5, and to
draft legislation to create an optional early retirement buy-down program for
other public safety employees without law enforcement responsibilities.

Under this program, employee and employer contributions to an eligible
defined contribution plan (i.e, 401(k), 401(a), 457, etc.) could be rolled into the
PERS 2/3 defined benefit trust fund to purchase a reduced early retirement
reduction at the time of retirement. The amount of contributions needed at
retirement would vary depending on the member’s age of early retirement and
the magnitude of the early retirement buy-down.

Decenber 16,100 1003 Interm s YT
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Administrative Impacts (DRS)

See attachment from John Charles, Director of the Department of Retirement
Systems dated December 11.

Bill Drafts

See attachment.

Fiscal Notes (Draft)

See attachment.

Decembe 16, 100 1003 Inerim ses Page of
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Select Committee on Pension Policy

Public Safety Subcommittee Report
(November 17, 2003)

The subcommittee identified two categories of PERS Public Safety members,
those:

. With law enforcement responsibilities; and
. Those without law enforcement responsibilities.

(1) Members with Law Enforcement Responsibilities

Persons employed full time at any state agency, political subdivision, or unit of
local government in the state of Washington directly responsible for protecting
the public including, but not limited to the following (estimated counts in
parentheses):

. State and county corrections officers (5,500)

. Park rangers (170)

. Liquor control enforcement officers (70)

. Gambling commission enforcement officers (80)

Inclusion in the law enforcement public safety category of PERS 2/3 must
include all of the following:

. the responsibility to provide public protection of lives and property as a
general duty of the job;

. a high degree of physical risk to one’s own personal safety;

. authority and power to arrest, conduct criminal investigations, and
enforce the criminal laws of the state of Washington;

. passage of a civil service examination or equivalent;

. completion of the Washington criminal justice training commission basic
training course or equivalent; and

. the authority to carry a firearm as part of the job

Proposed Benefit Enhancements (with law enforcement responsibilities)

. Unreduced retirement allowance at age 60 with 5 years of service

. 3% early retirement reduction factor (ERF) from age 60 if age 53 with at
least 20 years of service

. Current disability benefit with an actuarial equivalent ERF from age 60

Norember 16100 1003 e b TR
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(2) Members without Law Enforcement Responsibilities

Persons employed full time at any state agency, political subdivision, or unit of
local government in the state of Washington directly responsible for protecting
the public including, but not limited to the following (estimated counts in
parentheses):

. Commercial vehicle officers (60)
. State fire marshals (20)
. Public utility district - line workers (400)

Inclusion in the non law enforcement public safety category of PERS 2 /3 must
include the following:

. the responsibility to provide public protection of lives and property as a
general duty of the job; and
. a high degree of physical risk to one’s own personal safety.

Proposed Benefit Enhancements (without law enforcement responsibilities)
. Optional early retirement buy-down program

Under this program, employee and employer contributions to a qualified
defined contribution plan (i.e, 401(k), 401(a), 457, etc.) could be rolled into the
PERS 2/3 defined benefit trust fund to purchase a reduced early retirement
reduction at the time of retirement. The amount of contributions needed at
retirement would vary depending on the member’s age of early retirement and
the magnitude of the early retirement buy-down.

Norember 16100 1003 e b Page 1003
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(3) Significant Issues to be Resolved

. Past service credit options (prospective service only?)

. Funding policy (type and level of cost sharing; socialize cost within PERS
2/3?)

. Administrative impacts and effective date

(4) Cost Estimates

Cost estimates on four distinct options are provided in the following tables
(administrative expenses are not included). The options provided vary
depending on the determination of two key parameters: (1) past service credit

options and (2) plan model/funding options:

Separate Public Safety Benefit Category Within PERS

No Past Service

With Past Service

Increase in Employee/Employer .04% - .05%

Contribution Rates

Estimated 05-07 Costs

(in millions)

GF-S=9%$1.2-9%1.5
Total = $6.7 - $7.6

25 Year Cost

(in millions)

GF-S = $33.4 - $38.6
Total = $174.7 - $199.4

.08% - .11%
GF-S = $2.6 - $3.3
Total = $13.5 - $16.8

GF-S = $68.1 - $85.5
Total = $354.7 - $439.4

Separate Public Safety Plan

No Past Service

With Past Service

Increase in Employee/Employer .99% - 1.13%

Contribution Rates

Estimated 05-07 Costs

(in millions)

GF-S = Unknown*
Total = $6.7 - $7.6

25 Year Cost

(in millions)

GF-S = Unknown*
Total = $174.7 - $199.4

2.01% - 2.49%

GF-S = Unknown*
Total = $13.5 - $16.8

GF-S = Unknown*
Total = $354.7 - $439.4

* GF-S percentages for these public safety employers are unknown.

November 18, 2003 1003 Interim lssues
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FISCAL NOTE - DRAFT

REQUEST NO.
RESPONDING AGENCY: CODE: DATE: BILL NUMBER:
Office of the State Actuary 035 12/22/03  Z-0983.1

SUMMARY OF BILL:

This bill creates the Public Safety Employees Retirement System (PSERS) Plan 2. Full-time and fully
compensated employees in the following job classes are eligible for membership in the new PSERS plan:

+  State and county correction officers

+  State and local community correction officers

+  City correction officers (other than the employees covered under the first-class cities retirement
system)

State park rangers

Gambling commission enforcement officers

Liquor control enforcement officers

Commercial vehicle enforcement officers

Existing members of the Public Employees Retirement System (PERS) plans 2/3, who are in eligible
PSERS job classes, would be given the option to transfer to PSERS for prospective service credit only and
become dual members in PERS and PSERS. PSERS eligible members who are currently members of
PERS Plan 1 would remain in PERS Plan 1.

The plan would provide for a retirement allowance equal to 2% of a member’s average final compensation
for each year of service credit payable under the following standard retirement options:

+ Normal retirement at age 65 with at least 5 years of service credit

+  Unreduced retirement at age 60 with at least 10 years of service credit in PSERS

+  Early retirement at age 53 with at least 20 years of service credit; retirement allowance reduced by 3%
for each year the member retires prior to age 60.

+ Disability retirement with at least 10 years of service credit in PSERS; retirement allowance with an
actuarial reduction for each year the member retires prior to age 60.

All other proposed provisions are equal to the provisions of PERS Plan 2.

Effective Date: July 1, 2006, unless modified or abolished by the legislature prior to July 1, 2006.

CURRENT SITUATION:
Members that would be eligible for the proposed PSERS Plan 2 are currently members of PERS plans 2/3.

PERS Plan 2 provides for a retirement allowance equal to 2% of a member’s average final compensation
for each year of service credit payable under the following standard retirement options:

1 O:\Fiscal Notes\Fisnts 2004\Z2-0983.1-04.wpd



+ Normal retirement at age 65 with at least 5 years of service credit

«  Early retirement at age 55 with at least 20 years of service credit; retirement allowance with an
actuarial reduction for each year the member retires prior to age 65.

+ Alternate early retirement at age 55 with at least 30 years of service credit; retirement allowance
reduced by 3% for each year the member retires prior to age 65.

+ Disability retirement with at least 10 years of service credit; retirement allowance with an actuarial
reduction for each year the member retires prior to age 65.

MEMBERS IMPACTED:

We estimate that approximately 7,200 members out of the total 132,448 members in PERS plans 2/3 would
be eligible to transfer under this bill. However, since the enhanced PSERS retirement and disability benefit
require at least 10 years of service credit, we estimate that 1,200 members would opt not to transfer from
PERS to PSERS. This reduces the estimated initial PSERS population to about 6,000.

Demographic information for the group of PERS Plan 2/3 employees that will likely transfer to PSERS is
summarized in the following table:

Estimated Initial PSERS Population

Local
Estimated GF-S Government  Average Annual

Job Class Count* Percentage  Percentage Salary
State Park Rangers 170 100% 0% $39,800
Gambling Commission 70 0% 0% $48,500
Enforcement Officers

Liquor Enforcement Officers 55 17% 0% $44,500
Commercial Vehicle 50 6% 0% $45,200
Enforcement Officers

State Correction Officers 2,800 100% 0% $38,400
State Community Correction 585 100% 0% $41,300
Officers

County Correction Officers 1,765 0% 100% $35,100
City Correction Officers** 130 0% 100% $34,700
Local Community Correction 340 0% 100% $41,300
Officers

Total 5,965 60% 36% $38,100

* Estimated counts increased by a 5% load due to uncertainty in the data and to reflect general conservatism
** Does not include employees covered under the first-class cities retirement system which are ineligible for membership
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The average PERS Plan 2/3 member that would likely transfer to PSERS is age 38 with about 7 years of
service credit in PERS (as of September 30, 2002).

We estimate that for a typical member impacted by this bill, the increase in benefits would be the option to
retire at the following earlier ages:

1. Atage 53 or later, with a retirement allowance reduced by 3% per year for each year the member
retires prior to age 60 (utilizing portability with PERS for eligibility purposes); or
2. Atage 60, with an unreduced retirement allowance.

ASSUMPTIONS:

We have assumed that existing PERS Plan 2/3 members who could not benefit from the enhanced benefit
provisions in PSERS will opt not to transfer to PSERS. Approximately 17% of the state correction officers
in PERS plans 2/3 fall into this category. We have applied a similar percentage (20%) to the local
government job classes where individual PERS member data is unavailable at this time.

We have assumed the following rates of retirement due to the enhanced retirement benefit provisions
under this proposed retirement plan. Members with past service in PERS are assumed to retire at rates
between the PERS rates and the Public Safety rates (weighted by service in each system).

Public Safety Retirement Rates

Age Male Female
33 3% 3%
o4 3% 3%
95 3% 3%
o6 8% 8%
o7 8% 8%
58 15% 11%
29 16% 12%
60 30% 36%
61 26% 26%

62 36% 36%
63 50% 50%
64 89% 89%
65 46% 31%
66 30% 30%
67 22% 26%
68 22% 26%
69 26% 22%
70 100% 100%
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In determining the fiscal budget determinations, we have applied the GF-S and local government
percentages contained in the Members Impacted section. We have also increased the average annual
salary for state agency job classes by a 10% load due to uncertainty in the data and to reflect general
conservatism. We used the high average salary from the Washington City and County 2003 Salary and
Benefit Survey for the local government job classes where individual member data was unavailable.

FISCAL IMPACT:

Description:

This bill will transfer prospective service credit in PERS to the proposed PSERS Plan 2 for members that
elect to transfer. As a result, the present value of future benefits for existing members impacted by this bill
will decrease in PERS and increase in PSERS (see table under Actuarial Determinations).

Actuarial Determinations:

The bill will impact the actuarial funding of the system by increasing the present value of benefits payable
under the System and the required actuarial contribution rate as shown below:

(Dollars in Millions) Current  Increase Total
Actuarial Present Value of Projected Benefits
(The Value of the Total Commitment to all Current PERS 2/3 $1 3,093 ($304) $1 2,789
Members) PSERS 2 $0 $385 $385
Total $13,093 $81 $13,174
Unfunded Actuarial Accrued Liability
(The Portion of the Plan 1 Liability that is Amortized at PERS 2/3 n/a n/a n/a
2024) PSERS 2 n/a n/a n/a
Total n/a n/a n/a
Unfunded Liability (PBO)
(The Value of the Total Commitment to all Current PERS 2/3 ($3’924) $0 ($3,924)
Members Attributable to Past Service) PSERS 2 $0 $0 $0
Total ($3,924) S0 ($3,924)
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Projected Contribution Rates:

Projected PERS contribution rates will decrease as a result of this proposal. The Aggregate Cost (AC)
method in PERS Plans 2/3 results in the funding of some benefits before they are accrued (future
benefits). The amount of this “prefunding” depends on the length of one’s working career and the
magnitude of past investment gains or losses relative to the long-term investment return assumption.
Past investment gains and the “prefunding” of future benefits under the AC method, on an actuarial value
basis, will not transfer from PERS to PSERS for the members that elect to transfer. This will serve to
temporarily reduce projected PERS contribution rates after the transfer as reflected below.

The initial PSERS contribution rate will exceed the projected PERS rate by about 3% and trend down to
about 1% in 2009 and thereafter. PERS contribution rates are projected to increase over the next several
biennia due to recent asset losses. The projected PSERS contribution rate, on the other hand, remains
relatively stable since the plan starts without any assets (and without any past investment gains or losses
that are not yet recognized in the actuarial value of assets). As a result, it may require several biennia
before the expected long-term biennial cost of this proposal will surface.

PERS PSERS PSERS
Increase Increase Total

2006-2007
Employee (Plan 2) 0.17)% 3.24% 6.57%
Employer 0.17)% 3.24% 8.23%*
2007-2009
Employee (Plan 2) (0.09)% 217% 6.45%
Employer (0.09)% 217% 8.72%
2009-2011
Employee (Plan 2) (0.04)% 1.33% 6.23%
Employer (0.04)% 1.33% 9.04%
Long-Term Rates
Employee (Plan 2) 0.0% 0.8% 5.3%
Employer 0.0% 0.8% 5.3%**

* The employer is projected to contribute 6.57% to PSERS; the
remainder is an estimate of the PERS 1 UAAL rate.

**Assumes that the PERS 1 UAAL has been completely amortized.
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Fiscal Budget Determinations:

As a result of the higher required contribution rate, the increase in funding expenditures is projected to be:

Costs (in Millions): PERS PSERS* Total
2004-2005
State:
General Fund $0.00 $0.00 $0.00
Non-General Fund 0.00 0.00 0.00
Total State $0.00 $0.00 $0.00
Local Government $0.00  $0.00 $0.00
Total Employer $0.00 $0.00 $0.00
2005-2007
State:
General Fund $(2.6) $7.0 $4.4
Non-General Fund (4.3) 0.4 (3.9)
Total State $(6.9) $7.4 $0.5
Local Government $(6.1) $4.2 $(1.9)
Total Employer $(13.0) $11.6 $(1.4)
2004-2029
State:
General Fund $9.3)  $110.1 $100.8
Non-General Fund 15.3 5.8 (9.5)
Total State $(24.6) $115.9 $91.3
Local Government $(21.8) $66.2 $44.4
Total Employer $(46.4)  $182.1 $135.7

*Represents the increase in funding expenditures for the members that are
assumed to transfer from PERS to PSERS (not the total cost of PSERS).

State Actuary’s Comments:
Estimating the cost of a new retirement system with a high degree of accuracy is very difficult. The actual

cost will be borne by the actual membership and actual experience of the plan in the future. Actual
experience may vary from what is assumed in this fiscal note.
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STATEMENT OF DATA AND ASSUMPTIONS USED IN PREPARING THIS FISCAL NOTE:

The costs presented in this fiscal note are based on our understanding of the bill as well as generally accepted
actuarial standards of practice including the following:

1. Costs were developed using the same membership data, methods, assets and assumptions as those used in
preparing the September 30, 2002 actuarial valuation report of the Public Employees Retirement System.

We also relied upon demographic data compiled in the Washington City and County Employee 2003 Salary and
Benefit survey for the development of costs for the local government job classes where individual PERS member
data is unavailable at this time.

2. As with the costs developed in the actuarial valuation, the emerging costs of the System will vary from those
presented in the valuation report or this fiscal note to the extent that actual experience differs from that projected
by the actuarial assumptions.

3. Additional assumptions used to evaluate the cost impact of the bill which were not used or disclosed in the
actuarial valuation report or in the body of this fiscal note include the following:

We relied upon comparable state agency data as an estimate for local government job classes where individual
member data was unavailable.

4. The analysis of this bill does not consider any other proposed changes to the system. The combined effect of
several changes to the system could exceed the sum of each proposed change considered individually.

5. This fiscal note is intended for use only during the 2004 Legislative Session.

6. The funding method used for Plan 1 utilizes the Plan 2/3 employer/state rate as the Normal Cost and amortizes
the remaining liability (UAAL) by the year 2024. Benefit increases to Plan 2/3 will change the UAAL in Plan 1.
The cost of benefit increases to Plan 1 increases the UAAL.

7. Plan 2/3 utilizes the Aggregate Funding Method. The cost of Plan 2/3 is spread over the average working lifetime
of the current active Plan 2/3 members.

GLOSSARY OF ACTUARIAL TERMS:

Actuarial Present Value: The value of an amount or series of amounts payable or receivable at various times,
determined as of a given date by the application of a particular set of Actuarial Assumptions (i.e. interest rate, rate of
salary increases, mortality, etc.)

Projected Benefits: Pension benefit amounts which are expected to be paid in the future taking into account such
items as the effect of advancement in age as well as past and anticipated future compensation and service credits.

Normal Cost: Computed differently under different funding methods, the normal cost generally represents the portion
of the cost of projected benefits allocated to the current plan year.

Unfunded Actuarial Accrued Liability (UAAL): The cost of Plan 1 is divided into two pieces:

«  The Normal Cost portion is paid over the working lifetime of the Plan 1 active members. The remaining cost is
called the UAAL.

«  The UAAL is paid for by employers as a percent of the salaries of all Plan 1, 2 and 3 members until the year 2024.
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Pension Benefit Obligation (PBO): The portion of the Actuarial Present Value of future benefits attributable to
service credit that has been earned to date (past service).

Unfunded Liability (Unfunded PBO): The excess, if any, of the Pension Benefit Obligation over the Valuation
Assets. This is the portion of all benefits earned to date that are not covered by plan assets.

8 O:\Fiscal Notes\Fisnts 2004\Z2-0983.1-04.wpd



Select (ommittee on Pension Policy
Sectional Analysis
Public Safety Employees’

Retirement Plan Legislation
(December 15, 2003)

Sections 1 through 4 and 6 through 35 are new sections of a new chapter in
Title 41 RCW

1. Intent section — sets forth policy criteria and rationale for new plan.
2. Definition section
Lists “public safety” employers in 2(4)
Lists job titles eligible to be included in plan membership in 2(5)
3. System created and administration
4. Membership and exceptions
5. Optional membership
PERS 2 /3 members have the option of joining PSERS or remaining
in PERS 2/3.
PERS 1 members remain in PERS 1.

6. Nonelective position -- Eligible membership

7. Information furnished to the department by employees, appointive and
elective officials

8. Post-retirement employment provisions

9. Duty disability retirement recipients — Continued service credit
10. Members agree to deductions

11. Employer’s contribution — Computation — Billing

12. Exemption from taxation and judicial process — Exceptions —
Assignability — Deductions authorized

December 16, 1003 1003 Interim lssues
0:\Reports\Interim Issues\2003\Issues\PSERP Sectional Analysis.wpd
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Select ommittee on Pension Policy

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

24.

25.

26.

27.

28.

29.

Disability retirement — Criminal conduct

Death benefit — Course of employment — $150,000

False statements penalty

Hearing prior to appeal required — Notice

Hearing prior to appeal — Conduct of hearing

Judicial review in accordance with administrative procedure act.
Appeal — No bond required.

Effect of certain accumulated vacation leave on retirement benefits.
Benefit Calculation — Limitation.

Post-retirement cost-of-living.

Options for payment of retirement allowances — Court-approved property
settlement.

Suspension of retirement allowance upon reemployment — Exceptions —
Reinstatement.

Computation of retirement allowance.
Lump sum retirement allowance — Reentry — Reinstatement of service.
Retirement eligibility
Normal retirement — Age 65 with 5 years of service.
Unreduced retirement — Age 60 with 10 years of service (not
subject to portability.)
Early retirement — Age 53 with 20 years of service, 3% early
retirement reduction factor.

Employer and member contribution rates.

Earned disability allowance — Disposition upon death.

December 16,100 1003 Interim lsue e 0[5
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Select ommittee on Pension Policy

30.

31.

32.

33.

34.

35.

A member with 10 years of service may receive a benefit actuarially
reduced from age 60 (not subject to portability.)

A members with less than 10 years of service may receive a benefit
actuarially reduced from age 65.

Application for and effective date of retirement allowances.

Death benefits
Survivors of a member with less than 10 years of service receive
member’s contributions plus interest.
Survivors of a member eligible to retire or with at least 10 years of
service receive an actuarially reduced joint and 100% earned
benefit.

Leaves of absence, military service

Vested membership

Refund of contributions

Reentry

Sections 36 through 41 of the Funding chapter -- RCW 41.45 — were amended
to include references to the Public Safety Employees’ Retirement System.

36.

37.

38.

39.

40.

41.

Intent-Findings-Goals

Definitions

Contributions and allocations

Council adoption of contribution rates
Required contribution rates for Plan 2 members

Supplemental contribution rates

Decenber 16,100 1003 Interim lsue T
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Select ommittee on Pension Policy

Sections 42 through 52 amend the Department of Retirement Systems chapter
— RCW 41.50 - to include references to the Public Safety Employees’ Retirement
Plan.

42. Transfer of powers and duties

43. Delegation of powers duties and functions

44. Creation of funds

45. Investment of funds in various systems

46. Administrative expenses paid from the retirement systems expense fund
47. Employer liability for excess compensation

48. Public notice requirements for awarding excess compensation

49. Payment of legal and medical expenses of retirement systems

50. Mandatory assignment of retirement benefits

51. Property division obligations

52. Survivor benefits -- dissolution orders

Other amended sections

53. PERS -- definitions

54. LEOFF 2 -- suspension of benefits upon reemployment
55. TRS 2 -- suspension of benefits upon reemployment
56. SERS -- suspension of benefits upon reemployment
57. PERS 2 -- suspension of benefits upon reemployment

58. Portability chapter -- definitions

Decenbe 6, 100 1003 nterm e Page o[
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59. Portability chapter-- payment of retirement allowance and post
retirement adjustment -- death benefit

60. Investment and Interfund Loans chapter -- Deposit of surplus balance
investment earnings -- Treasury income account -- Accounts and funds

credited
61. TRS 2 post retirement employment
62. TRS 3 post retirement employment
63. PERS post retirement employment

64. SERS post retirement employment

Final New Sections

65. This act takes effect July 1, 2006

66. Benefits not a contractual right prior to effective date of the act.

67. New chapter designation

- END --

December 16, 2003 1003 Interim lssues
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AN ACT Relating to establishing a public safety enployees'
retirenment systemplan 2; anmendi ng RCW41.45. 010, 41.45.020, 41.45. 050,
41.50. 030, 41.50.060, 41.50.075, 41.50.080, 41.50.110, 41.50.150,
41.50. 152, 41.50.255, 41.50.500, 41.50.670, 41.50.790, 41.40.010,
41.26.500, 41.32.800, 41.35.230, 41.40.690, 41.54.010, 41.54.040,
41. 32.802, 41.32.862, and 41.35.060; reenacting and anending RCW
41. 45. 060, 41.45.061, 41.45.070, 43.84.092, and 41.40.037; adding a new
section to chapter 41.40 RCW adding a new chapter to Title 41 RCW
creating a new section; prescribing penalties; and providing an
effective date.

BE | T ENACTED BY THE LEGQ SLATURE OF THE STATE OF WASHI NGTON:

NEW SECTION. Sec. 1. It is the intent of the legislature to
establish a separate public safety enployees' retirenent system for
t hose public enployees whose jobs contain a high degree of physica
risk to their own personal safety and who engage in duties contained in
this section. The duties involved in these jobs include providing
public protection of lives and property, the authority and power to
arrest, conducting crimnal investigations, enforcing the crimnal |aws
of the state of Washington, and the authority to carry a firearm as
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part of the job. Qualifications and training for these jobs include
passage of a civil service exam nation and conpletion of the Washi ngton
crimnal justice training conmssion basic training course or
equi val ent . Only those job classes specifically included in section
2(5) of this act by the legislature are public safety enpl oyees, and
only for service earned after the effective date of the inclusion of
that job class in section 2(5) of this act.

NEW SECTION. Sec. 2. The definitions in this section apply
t hroughout this chapter, unless the context clearly requires otherw se.

(1) "Retirenent system neans the Washington public safety
enpl oyees' retirenent system provided for in this act.

(2) "Departnent” neans the departnent of retirenment systens created
in chapter 41.50 RCW

(3) "State treasurer” neans the treasurer of the state of
Washi ngt on.

(4) "Enpl oyer" nmeans the Washington state departnent of
corrections, the Washington state parks and recreati on comm ssion, the
Washi ngton state ganbling conm ssion, the Washi ngton state patrol, the
Washi ngton state |iquor control board, county corrections departnents,
and city corrections departnents not covered under chapter 41.28 RCW

(5 "Menber" neans any enployee enployed by an enployer on a
full-time, fully conpensated basis within the followng job classes in
effect as of January 1, 2004: City corrections officers, jailers
police support officers, <custody officers, and bailiffs; county
corrections officers, jailers, custody officers, and sheriffs
corrections officers; county probation officers and probation
counsel ors; state correctional officers, correctional sergeants, and

community corrections officers; Iiquor enforcement officers; park
rangers; comrercial vehicle enforcenent officers; and ganbling speci al
agents.

(6) (a) "Conpensation earnable" for nenbers, neans sal aries or wages
earned by a nenber during a payroll period for personal services,
including overtine paynents, and shall include wages and salaries
deferred under provisions established pursuant to sections 403(b),
414(h), and 457 of the United States internal revenue code, but shal
excl ude nonnoney nmaintenance conpensation and lunp sum or other
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paynents for deferred annual sick |eave, unused accunul ated vacati on,
unused accunul at ed annual |eave, or any form of severance pay.

(b) "Conpensation earnable" for nenbers also includes the follow ng
actual or inputed paynents, which are not paid for personal services:

(1) Retroactive paynents to an individual by an enployer on
reinstatenment of the enployee in a position, or paynents by an enpl oyer
to an individual in lieu of reinstatenent, which are awarded or granted
as the equivalent of the salary or wage which the individual would have
earned during a payroll period shall be considered conpensation
earnable to the extent provided in this subsection, and the individual
shal | receive the equivalent service credit;

(i1) I'n any year in which a nmenber serves in the |egislature, the
menber shall have the option of having such nenber's conpensation
earnabl e be the greater of:

(A) The conpensation earnable the nenber would have received had
such nenber not served in the legislature; or

(B) Such nenmber's actual conpensation earnable received for
nonl egi sl ati ve public enploynent and | egi sl ative service conbi ned. Any
additional contributions to the retirenent system required because
conpensati on earnable under (b)(ii)(A) of this subsection is greater
t han conpensation earnable under (b)(ii)(B) of this subsection shall be
paid by the nenber for both nenber and enpl oyer contributions;

(iii) Assault pay only as authorized by RCW 27.04.100, 72.01. 045,
and 72.09. 240;

(1v) Compensation that a nenber would have received but for a
disability occurring in the line of duty only as authorized by section
10 of this act;

(v) Conpensation that a nenber receives due to participation in the
| eave sharing program only as authorized by RCW 41.04.650 through
41.04.670; and

(vi) Conpensation that a nenber receives for being in standby
st at us. For the purposes of this section, a nenber is in standby
status when not being paid for tine actually worked and the enpl oyer
requires the nenber to be prepared to report imediately for work, if
the need arises, although the need nay not ari se.

(7) "Service" neans periods of enploynment by a nenber on or after
July 1, 2006, for one or nore enployers for which conpensation earnable
is paid. Conpensation earnable earned for ninety or nore hours in any
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cal endar nonth shall constitute one service credit nonth. Conpensation
earnabl e earned for at |east seventy hours but |ess than ninety hours
in any cal endar nonth shall constitute one-half service credit nonth of
service. Conpensation earnable earned for | ess than seventy hours in
any cal endar nonth shall constitute one-quarter service credit nonth of
service. Tinme spent in standby status, whether conpensated or not, is
not service.

Any fraction of a year of service shall be taken into account in
the conputation of such retirenment all owance or benefits.

(a) Service in any state elective position shall be deened to be
full-time service.

(b) A menber shall receive a total of not nore than twelve service
credit nonths of service for such calendar year. |If an individual is
enployed in an eligible position by one or nore enployers the
i ndi vi dual shall receive no nore than one service credit nonth during
any cal endar nonth in which nmultiple service for ninety or nore hours
i s rendered.

(8 "Service credit year" neans an accunulation of nonths of
service credit which is equal to one when divided by twelve.

(9) "Service credit nmonth" neans a nonth or an accumul ation of
nmont hs of service credit which is equal to one.

(10) "Menbership service" nmeans all service rendered as a nenber.

(11) "Beneficiary" neans any person in receipt of a retirenent
al l omance or other benefit provided by this chapter resulting from
service rendered to an enpl oyer by anot her person.

(12) "Regular interest” nmeans such rate as the director may
det erm ne

(13) "Accunul ated contributions” neans the sumof all contributions
standing to the credit of a nenber in the nmenber's individual account,
i ncluding any anmount paid under RCW 41.50.165(2), together with the
regul ar interest thereon.

(14) "Average final conpensation” neans the nenber's average
conpensation earnable of the highest consecutive sixty nonths of
service credit nonths prior to such nenber's retirenent, term nation,
or death. Periods constituting authorized |eaves of absence may not be
used in the calculation of average final conpensation except under
section 35 of this act.
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(15) "Final conpensation” neans the annual rate of conpensation
earnable by a nenber at the tine of term nation of enploynent.

(16) "Annuity" means paynents for |ife derived from accumul ated
contributions of a nenber. Al'l annuities shall be paid in nonthly
i nstall nents.

(17) "Pension" neans paynents for life derived fromcontributions
made by the enployer. Al  pensions shall be paid in nonthly
i nstall nents.

(18) "Retirenment allowance" neans nonthly paynents to a retiree or
beneficiary as provided in this chapter.

(19) "Enployee" or "enployed" neans a person who is providing
services for conpensation to an enployer, unless the person is free
fromthe enployer's direction and control over the performance of work.
The departnment shall adopt rules and interpret this subsection
consistent with conmon | aw.

(20) "Actuarial equivalent" neans a benefit of equal value when
conputed upon the basis of such nortality and other tables as may be
adopt ed by the director.

(21) "Retirenent" mneans wthdrawal from active service with a
retirement allowance as provided by this chapter.

(22) "Eligible position" nmeans any permanent, full-time, fully
conpensated position included in subsection (5) of this section.

(23) "lIneligible position" mnmeans any position which does not
conform with the requirenents set forth in subsection (22) of this
section.

(24) "Leave of absence" neans the period of tine a nenber is
aut horized by the enployer to be absent from service wthout being
separated from nmenber shi p.

(25) "Retiree" neans any person who has begun accruing a retirenent
al l omance or other benefit provided by this chapter resulting from
service rendered to an enployer while a nenber.

(26) "Director” neans the director of the departnent.

(27) "State elective position" nmeans any position held by any
person el ected or appointed to statewide office or elected or appointed
as a nmenber of the |egislature.

(28) "State actuary" or "actuary" neans the person appointed
pursuant to RCW 44. 44.010(2).
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(29) "Plan" nmeans the Washington public safety enployees’
retirement system plan 2.

(30) "Index" neans, for any calendar year, that year's annual
average consuner price index, Seattle, Washington area, for urban wage
earners and clerical workers, all itenms, conpiled by the bureau of
| abor statistics, United States departnent of | abor.

(31) "Index A" neans the index for the year prior to the

determ nation of a postretirenent adjustnent.
(32) "Index B" neans the index for the year prior to index A
(33) "Adjustnent ratio" neans the value of index A divided by index

(34) "Separation fromservice" occurs when a person has term nated
all enploynent with an enpl oyer.

NEW SECTION. Sec. 3. A retirenment systemis hereby created for
public safety enployees of the Wshington state departnent of
corrections, the Washington state parks and recreati on conmm ssion, the
Washi ngton state ganbling conm ssion, the Washi ngton state patrol, the
Washi ngton state |iquor control board, county corrections departnents,
and city corrections departnents not covered under chapter 41.28 RCW
The admnistration and nmanagenent of the retirenent system the
responsibility for making effective the provisions of this chapter, and
the authority to make all rules necessary therefor are hereby vested in
the departnent. All rules shall be governed by chapter 34.05 RCW
This retirenent system shall be known as the Washi ngton public safety
enpl oyees' retirenent system

NEW SECTION. Sec. 4. Menbership in the retirenent system shal
consist of all regularly conpensated public safety enployees who are
menbers as defined in section 2(5) of this act, with the follow ng
exceptions:

(1) Persons in ineligible positions;

(2)(a) Persons holding elective offices or persons appointed
directly by the governor: PROVIDED, That such persons shall have the
option of applying for nenbership during such periods of enploynent:
AND PROVI DED FURTHER, That any persons holding or who have held
el ective offices or persons appointed by the governor who are nenbers
in the retirenent system and who have, prior to becom ng such nenbers,

Code Rev/LL:rmh 6 Z-0983. 1/ 04



©O© 00 N O Ol WDN P

W W W W W W W WPNDNDNDNDNMNDNMNDNDNDNMNDNMNMNMNMNNMNPPRPPRPPRPRPRPERPEPRPPEPPREPE
N o ok WNEFE OO 0o NP WDNPE OO oo N O W DN BEe o

previously held an elective office, and did not at the start of such
initial or successive terns of office exercise their option to becone
menbers, may apply for nenbership to be effective during such term or
ternms of office, and shall be allowed to establish the service credit
applicable to such termor terns of office upon paynent of the enpl oyee
contributions therefor by the enployee with interest as determ ned by
the director and enployer contributions therefor by the enployer or
enpl oyee with interest as determned by the director: AND PROVI DED
FURTHER, That all contributions with interest submtted by the enpl oyee
under this subsection shall be placed in the enployee's individua

account in the enployee's savings fund and be treated as any other
contribution nade by the enployee, wth the exception that any
contributions submtted by the enployee in paynent of the enployer's
obligation, together with the interest the director may apply to the
enpl oyer's contribution, shall not be considered part of the nenber's
annuity for any purpose except w thdrawal of contri butions;

(b) A nmenber hol ding elective office who has elected to apply for
menbership pursuant to (a) of this subsection and who | ater wi shes to
be eligible for a retirement all owance shall have the option of ending
his or her nmenbership in the retirenent system A nenber wi shing to
end his or her nenbership under this subsection nust file on a form
supplied by the departnent a statenent indicating that the nenber
agrees to irrevocably abandon any claimfor service for future periods
served as an elected official. A nenber who receives nore than fifteen
t housand dollars per year in conpensation for his or her elective

service, adjusted annually for inflation by the director, is not
eligible for the option provided by this subsection (2)(b);
(3) Retirenment system retirees: PROVI DED, That foll ow ng

reenploynment in an eligible position, a retiree nmay elect to
prospectively beconme a nenber of the retirenment system if otherw se
el igible;

(4) Persons enrolled in state-approved apprenticeship prograns,
aut hori zed under chapter 49.04 RCW and who are enpl oyed by enpl oyers
to earn hours to conpl ete such apprenticeship prograns, if the enployee
is a nenber of a wunion-sponsored retirenent plan and is making
contributions to such a retirenent plan or if the enployee is a nenber
of a Taft-Hartley retirenment plan;
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(5) Persons rendering professional services to an enployer on a
fee, retainer, or contract basis or when the incone fromthese services
is less than fifty percent of the gross incone received from the
person's practice of a profession; and

(6) Enpl oyees who (a) are not citizens of the United States, (b)
are not covered by chapter 41.48 RCW (c) are not excluded from
menber shi p under this chapter or chapter 41.04 RCW (d) are residents
of this state, and (e) nmake an irrevocable election to be excluded from
menbership, in witing, which is submtted to the director within
thirty days after enploynent in an eligible position.

NEW SECTION. Sec. 5. A new section is added to chapter 41.40 RCW
to read as foll ows:

(1) An enmployee who was a nenber of the public enployees’
retirement system plan 2 or plan 3 before July 1, 2006, and on the
effective date of this act is enployed by an enployer as defined in
section 2(4) of this act and is an enployee in a job class included in
section 2(5) of this act, has the follow ng options during the election
peri od:

(a) Remain a nenber of the public enployees' retirenent systeny or

(b) Beconme a nenber of the public safety enployees' retirenent
systemplan 2. Al nenbers will be dual nmenbers as provided in chapter
41.54 RCW and public enployees' retirenment system service credit nay
not be transferred to the public safety enployees' retirenent system
pl an 2.

(2) The "election period" is the period between July 1, 2006, and
Sept enber 30, 2006.

(3) During the election period, enployees renmain nenbers of the
public enpl oyees' retirenent systemplan 2 or plan 3 until they el ect
to join the public safety enployees' retirenent system Menbers who
elect to join the public safety enployees' retirenent system as
described in subsection (1) of this section will have their nmenbership
begi n prospectively fromthe date of their election.

(4) 1If after Septenber 30, 2006, the nenber has not nade an
election to join the public safety enpl oyees' retirenent system he or
she will remain in the public enployees' retirement system plan 2 or
pl an 3.
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(5 An enployee who was a nenber of the public enployees
retirenent systemplan 1 on or before July 1, 2006, and on or after the
effective date of this act is enployed by an enployer as defined in
section 2(4) of this act as an enployee in a job class included in
section 2(5) of this act, shall remain a nenber of the public
enpl oyees' retirenent system plan 1.

(6) Al new enployees hired on or after July 1, 2006, who becone
enpl oyed by an enployer as defined in section 2(4) of this act as an
enployee in a job class included in section 2(5) of this act wll
becone nenbers of the public safety enpl oyees' retirenment system

NEW SECTION. Sec. 6. Any person who has been enployed in a
nonel ective position for at |east nine nonths and who has nmade nenber
contributions required under this chapter throughout such period, shal
be deened to have been in an eligible position during such period of
enpl oynent .

NEW SECTION. Sec. 7. Wthin thirty days after his or her
enpl oynent or his or her acceptance into nenbership each enpl oyee shal
submt to the departnent a statenent of his or her nane and such other
information as the departnent shall require. Conmpliance with this
section is a condition of enploynent and failure by an enployee to
conply may result in separation from service.

NEW SECTION. Sec. 8. (1)(a) If aretiree enters enploynent with
an enpl oyer sooner than one calendar nonth after his or her accrua

date, the retiree's nonthly retirenment allowance wll be reduced by
five and one-half percent for every eight hours worked during that
nont h. This reduction wll be applied each nonth until the retiree

remai ns absent from enploynent with an enpl oyer for one full cal endar
nont h.

(b) The benefit reduction provided in (a) of this subsection w !l
accrue for a maxi mum of one hundred sixty hours per nonth. Any benefit
reduction over one hundred percent will be applied to the benefit the
retiree is eligible to receive in subsequent nonths.

(2) Aretiree who has satisfied the break in enploynent requirenent
of subsection (1) of this section may work up to eight hundred sixty-
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seven hours per calendar year in an eligible position as defined in
RCW 41. 32. 010, 41.35.010, or 41.40.010, wthout suspension of his or
her benefit.

(3) If the retiree opts to reestablish nenbership under this
chapter, he or she termnates his or her retirenent status and becones
a nenber. Retirement benefits shall not accrue during the period of
menbership and the individual shall nake contributions and receive
menbership credit. Such a nenber shall have the right to again retire
if eligible in accordance with this chapter. However, if the right to
retire is exercised to becone effective before the nenber has rendered
two uninterrupted years of service, the retirenent formula and survivor
options the nenber had at the tine of the nmenber's previous retirenent
shal | be reinstat ed.

(4) The departnment shall collect and provide the state actuary with
information relevant to the wuse of this section for the select
comm ttee on pension policy.

NEW SECTION. Sec. 9. Those nenbers subject to this chapter who
becane disabled in the |line of duty and who received or are receiving
benefits under Title 51 RCWor a simlar federal workers' conpensation
program shall receive or continue to receive service credit subject to
the fol |l ow ng:

(1) No nenber may receive nore than one nonth's service credit in
a cal endar nonth.

(2) No service credit under this section may be allowed after a
menber separates or is separated w thout |eave of absence.

(3) Enployer contributions shall be paid by the enployer at the
rate in effect for the period of the service credited.

(4) Enpl oyee contributions shall be collected by the enpl oyer and
paid to the departnent at the rate in effect for the period of service
credited.

(5) Contributions shall be based on the regul ar conpensati on which
the nmenber would have received had the disability not occurred. | f
contribution paynents are nade retroactively, interest shall be charged
at the rate set by the director on both enployee and enployer
contributions. Service credit shall not be granted until the enpl oyee
contribution has been paid.

Code Rev/LL:rmh 10 Z-0983.1/ 04
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(6) The service and conpensation credit shall not be granted for a
period to exceed twel ve consecutive nonths.

(7) Should the legislature revoke the service credit authorized
under this section or repeal this section, no affected enployee is
entitled to receive the credit as a matter of contractual right.

NEW SECTION. Sec. 10. The deductions from the conpensation of
menbers, provided for in section 28 of this act, shall be nade
notw t hst andi ng that the m ni mum conpensation provided for by |aw for
any nmenber shall be reduced thereby. Every nenber shall be deened to
consent and agree to the deductions nmade and provided for in this
chapter and receipt in full for his or her salary or conpensation, and
paynent, |ess the deductions, shall be a full and conplete discharge
and acquittance of all clainms and demands what soever for the services
rendered by the person during the period covered by the paynent, except
as to benefits provided for under this chapter.

NEW SECTION. Sec. 11. (1) The director shall report to each
enpl oyer the contribution rates required for the ensuing biennium or
fiscal year, whichever is applicable.

(2) Beginning July 1, 2006, the anobunt to be collected as the
enpl oyer's contribution shall be conputed by applying the applicable
rates established in chapter 41.45 RCW to the total conpensation
ear nabl e of enployer's nenbers as shown on the current payrolls of the
enpl oyer. Each enpl oyer shall conpute at the end of each nonth the
anount due for that nonth and the sanme shall be paid as are its other
obl i gati ons.

(3) In the event of failure, for any reason, of an enployer other
than a political subdivision of the state to have remtted anounts due
for nmenbership service of any of the enployer's nenbers rendered during
a prior biennium the director shall bill that enployer for the
enpl oyer's contribution together with the charges the director deens
appropriate in accordance with RCW 41.50. 120. This billing shall be
paid by the enployer as, and the sane shall be, a proper charge agai nst
any noneys available or appropriated to the enployer for paynent of
current biennial payrolls.
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NEW SECTION. Sec. 12. (1) Subject to subsections (2) and (3) of
this section, the right of a person to a pension, an annuity, or
retirenment allowance, any optional benefit, any other right accrued or
accruing to any person under this chapter, the various funds created by
this chapter, and all noneys and investnents and incone thereof, are
hereby exenpt from any state, county, nunicipal, or other |ocal tax,
and shall not be subject to execution, garnishnent, attachnent, the
operation of bankruptcy or insolvency |laws, or other process of |aw
what soever, and shall be unassi gnabl e.

(2) This section does not prohibit a beneficiary of a retirenment
al | ownance from aut hori zi ng deducti ons therefrom for paynent of prem uns
due on any group insurance policy or plan issued for the benefit of a
group conprised of public enployees of the state of Washington or its
political subdivisions and which has been approved for deduction in
accordance with rules that may be adopted by the state health care
authority and/or the departnent. This section also does not prohibit
a beneficiary of a retirenent allowance from authorizing deductions
therefrom for paynment of dues and other nenbership fees to any
retirement association or organization the nenbership of which is
conposed of retired public enployees, if a total of three hundred or
nore retired enpl oyees have authorized the deduction for paynent to the
sane retirenent association or organization.

(3) Subsection (1) of this section does not prohibit the departnent
from conplying with (a) a wage assignnment order for child support
i ssued pursuant to chapter 26.18 RCW (b) an order to w thhold and
deliver issued pursuant to chapter 74.20A RCW (c) a notice of payrol
deduction issued pursuant to RCW 26.23.060, (d) a mandatory benefits
assi gnnment order issued by the departnent, (e) a court order directing
the departnent to pay benefits directly to an obligee under a
di ssolution order as defined in RCWA41.50.500(3) which fully conplies
with RCW 41.50.670 and 41.50.700, or (f) any admnistrative or court
order expressly authorized by federal |aw.

NEW SECTION. Sec. 13. A nenber shall not receive a disability
retirement benefit under section 29 of this act if the disability is
the result of crimnal conduct by the nenber commtted after July 1,
2006.
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NEW SECTION. Sec. 14. (1) A one hundred fifty thousand doll ar
death benefit shall be paid to the nenber's estate, or the person or
persons, trust, or organization the nmenber has nomnated by witten
designation duly executed and filed wth the departnent. If the
desi gnated person or persons are not still living at the tine of the
menber's death, the nenber's death benefit shall be paid to the
menber's surviving spouse as if in fact the spouse had been nom nated
by witten designation, or if there is no surviving spouse, then to the
menber's | egal representatives.

(2) The benefit under this section shall be paid only where death
occurs as a result of injuries sustained in the course of enploynent.
The determnation of eligibility for the benefit shall be nmade
consistent wwth Title 51 RCWby the departnment of | abor and industries.
The departnent of |abor and industries shall notify the departnent of
retirement systens by order under RCW51.52. 050.

NEW SECTION. Sec. 15. Any person who know ngly makes any fal se
statenents, or falsifies or permts to be falsified any record or
records of this retirenent system in any attenpt to defraud the
retirement system as a result of such an act, is guilty of a gross
m sdeneanor .

NEW SECTION. Sec. 16. Any person aggrieved by any decision of the
departnent affecting his or her legal rights, duties, or privileges
must, before he or she appeals to the courts, file with the director by
mail or personally within sixty days from the day the decision was
communicated to the person, a notice for a hearing before the
director's designee. The notice of hearing shall set forth in ful
detail the grounds upon which the person considers the decision unjust

or unlawful and shall include every issue to be considered by the
departnment, and it nust contain a detailed statenent of facts upon
whi ch the person relies in support of the appeal. These persons shal

be deened to have waived all objections or irregularities concerning
the matter on which the appeal is taken, other than those specifically
set forth in the notice of hearing or appearing in the records of the
retirenment system

Code Rev/LL:rmh 13 Z-0983. 1/ 04



D 01~ W DN PP

10
11
12

13
14
15
16

17
18
19
20
21
22

23
24
25
26
27
28
29
30
31
32

NEW SECTION. Sec. 17. Following its receipt of a notice for
hearing in accordance with section 16 of this act, a hearing shall be
held by the director or an authorized representative, in the county of
the residence of the clainant at a tine and place designhated by the
director. This hearing shall be conducted and governed in all respects
by chapter 34.05 RCW

NEW SECTION. Sec. 18. Judicial review of any final decision and
order by the director is governed by chapter 34.05 RCW

NEW SECTION.  Sec. 19. A bond of any kind shall not be required of
a claimnt appealing to the superior court, the court of appeals, or
the suprenme court from a finding of the departnment affecting the
claimant's right to retirenment or disability benefits.

NEW SECTION. Sec. 20. RCW 43.01.044 shall not result in any
increase in retirenment benefits. The rights extended to state officers
and enpl oyees under RCW 43.01.044 are not intended to and shall not
have any effect on retirenent benefits under this chapter.

NEW SECTION. Sec. 21. (1) The annual conpensation taken into
account in calculating retiree benefits under this system shall not
exceed the limts inposed by section 401(a)(17) of the federal interna
revenue code for qualified trusts.

(2) The departnment sh